
RF"-'>!ED

DEC 03 ZOl4

pUbLI( '-''=-HVICE

COMMISSION

PSC FIRST REQUEST FQR

INFORMATIGN

CASE N O. 2014-00342

Vol. 2 of 7

Question 4



REQUEST NO. 4 Provide all internal memorandum, correspondence,
electronic mail, messages and other documents in which
Mountain Water District officials analyzed, reviewed or
discussed in contract negotiations with UMG.

RESPONSE NO. 4 Please find enclosed a list of correspondence,
memorandum and various financial analysis that
occurred from 2005 through 2014 in regard to the UMG
Contracts with Mountain Water District. This list
includes all communications with the commissioners,
and UMG, through Daniel P. Stratton, Counsel for the
District. He has not included various memos to file,
which were his notes from various meetings with UMG
over the years, which involved the District's contract
negotiations. These are privileged and confidential notes
and memorandums, which were not shared with the
Board, or UMG. They are not being produced pursuant
to KRE 503(6).

There maybe references to attached documents on
various correspondences. Most of them have been
attached to that correspondence, but inevitably in the
compiling of this documentation, there may be a letter
that does not have attached documents, which maybe
located as an attachment to another document, or a
contract itself. If it is not otherwise included, it has been

-misfiled -and-could-not- otherwise-be located-.— ———



DAVID C. STRATTON
STEPHEN L HOGG
DANIEL P. STRATTON

LAW OFFICES OF

STRATTON, HOGG & MADDOX, P.S.C.
P.o. BOX 1530

PIKEVILLE, KY41502
PHONE: (606) 437-7800

FAX: (606) 437-7569
www>Imlaw.corn

HENRY D. STRATTON (1925-1989)
F.BYRD HOGG (1922-1999)
E EDWARD MADDOX (1946-2003)

March 29, 2005

Mr. Will Brown, Superintendent
Mountain Water District
P.O. Box 3157
Pikeville, KY 41502

RE: . Request for Statements for Qua1ifications and Price.Proposals for Operations and
Management ofFacilities

Dear Will:

Please find attached a timetable with blanks to be completed based on the schedule you deem
appropriate. I have also made a few sman modifications in the bid proposal itself as evidenced by
the strike-thrus and underlined changes. Please review these and if satisfactory, I will put them in
final form.

As to the timetable, I'm going to recommend that you allow at least thirty days between the time of
final approval by the board and commencement of operations. While that may create some
uncertainty among employees it gives the successful better time to conduct interviews and retain
qualified employees, to convert over computer systems as maybe repaired, and setup the necessary
FinancIals, etc. Iknow you re concerned about employee performance durIng a transitional period
and rightfully so, but Ibelieve more prep time in the beginning will allow for a smoother transition
in the end, however I win defer to your judgment.

After you have had a chance to review everything, please give me a call.

Sincerely,

Daniel P. Stratton
email: dpstratton@setel.corn

DPS/sdc

Enclosure



MEMO

TO: MOUNTAIN WATER BOARD OF COMMISSIONERS

FROM: MANAGEMENT ADVISORY COMMITTEE

RK: REQUEST FOR STATEMENTS OF QUALIFICATION AND PRICK
PROPOSALS FOR THK OPERATION, MAINTENANCE AND
MANAGEMENT OF ALL FACILITIES

DATE: May 18, 2005

At the Board meeting held on April 27, 2005, the Board authorized management to issue a
request for statements of qualification and price proposals for the operation, maintenance and

management of all facilities. Pursuant to said request, management appointment a management
advisory committee of the following individuals: Brian Bentley, John Collins, Moss Keesee,
Grondall Potter III, Mike Spears, Dan Stratton, Jack Sykes.

The committee's duties are set out under Article IU, Section A of the request for proposal. The
committee has completed steps 1-5 and this report is to summarize our findings and conclusions
to date.

The Request for Proposal was advertised in the Appalachian News Express and the Lexington
Herald Leader on April 8, 2005.

As a result of the advertisements, the District received two proposals, the first from Utility

Management Group (UMG), a startup management company out of Corbin, Kentucky and the
second from Alliance %'ater Resources (ANR), a twenty-five year company who operates eight
rural water systems, &om Columbia, Missouri. Both groups attended a mandatory pre-proposal
conference and inspection tour of the District's faciIi7ies on ApriI 18, 2905 and were provided
data and information necessary for a response.

Both groups provided a response by the April 25, 2005 deadline. UMG provided a complete
response. AWR's initial response was incomplete and they said they did not believe that they
had sufficient time to present a price proposal.

The committee met on May 4, 2005 to review and discuss the respective proposals. AWR had

two open issues concerning pricing and requirement of maintaining existing personnel for the

first six month period. It was agreed that additional time would be granted to both parties to

supplement their responses, but particularly to allow AWR to submit a price proposal and

address the issue of personnel.

Mike Spears was asked to develop a before and after balance sheet and income statement

showing the impact of a contract of this nature on the District's financial statements. UMG was
the only company to provide numbers at that time, so he was to use their numbers as a sample.
See Exhibit A.



At that meeting, the committee graded the two proposals on five of the six criteria provided for
in the request for proposal. Mike Spears abstained f'rom this voting as he had not had an
opportunity to review the materials. Based on the point system provided in the request for
proposal the vote was as follows:

CRITERIA TOTAL PO1NTS UMG

1.)
2)
3.)
4)
5.)
6.)

Completeness
Qualifications
Operating Plan
Transition Plan
References
Price (Not rated)

TOTAL

5
15
30
70
15
15
100

27
70
152
116
86

451

13
60

105
68
72

318

The committee met next on Friday, May 13, 2005 and reviewed the pricing proposals. While it
initially appeared that AWR's proposal was substantially cheaper, an apples to apples
comparison was made which reflected that the pricing was essentially the same, however, there
was a premium of approximately $350,000.00 for the first six months of the AWR contract that
was not applicable to UMG. Mike Spears has prepared the attached Exhibit 8 outlining in detail
the price differentiations between the two companies. There was not a vote on pricing as totals
would not have otherwise changed as AWR fees were higher based on the additional fee for the
first six months.

Other items discussed that the committee wanted to note for the Board were:

1) That the AWR contract also entailed certain inherent risks for future cost to the
District that were not present with the UMG contract being cost of purchased water and
electricity. Therefore if the actual costs exceed the projected budget numbers for these items this
v ould be an additional expense to the District under the AWR proposal, but not the UMG
proposal, This is UMG's incentive to operate efficiently.

2) The AWR contract provides pricing vill be negotiated annually at a not-to-exceed
price for the year. They provide a refund clause based on a 75/25% ratio. If at the end of the

year AWR cost, plus it's 10% management fee, is less than the agreed price, Mountain Water
District will receive 75% of the difference, which is AWR's incentive to reduce cost and allow
the District to benefit. If, on the other hand, AWR exceeds its firm not-to-exceed price, then

they must assume the difference. UMG has no such provision.

3) AWR does not have a provision to adjust the fee otherwise if no agreement can be
reached. UMG has a cost adjuster based on the C.P.I. Index.

4) The transition period for AWR was eighteen months before they felt they could get
everything operating under their system. UMG did not provide a specific time period for
transition, but it would appear to be much shorter in that they are utilizing the existing staff in its
entirety.



5) It would appear that AWR vill substantially reduce staff (in order to get economies of
scale) after the initial six-month period.

6) The employee's benefits package offered by UMG appears on average to be much
more beneficial to ihe employees than the one proposed by AWR.

7) ARK's proposal would require the District to pay the current vacation and sick day
balance per current policies. This liability is estimated to be up to $450,000.00.

8) Customer service issues would be managed through AWR's central office, which
would then require customers with billing and service issues to deal over the phone with a central
office, as opposed to locally with UMG.

Based on all of the above, it is the recommendation of the management advisory team that
UMG's proposal should be selected over the AWR proposal. If approved by the Board, the team
v ould work on steps 6-8 as set forth in the request for proposal.

Respectfully submitted,

Daniel P. Stratton, Chairman



MOUniaIn Watel DIStl ICt
Projected Balance Sheet

End of First Fiscal Year of Operations w/ UMG Contract
,000's Omitted

A,sseis
Cash Unrestn~ded

Accounts Recievabfe
Utility Plant and Equipment

Less: Accum Depreciation
Restricted Cash ( fess Construction)
Prepaid expenses

Total Assets

70,000
('f 8,976) 51,024

783
209

5 52,889

Liabilities and Equity
Liabilities

Accounts payble - UMG

Customer Deposit"
Payroli Liabiities
Notes Payabfe - KlA

Bonds Payabie
Total Liabilities

284
255

6,457
9,277

16,274

Equiay
Total Liabiilities and Equity

36,615
S 52,889



Exhibit A

Pg 2

Mountain Water District
Projected income Statement

First Fiscai Year of Operations wf UMG Contract
,000'S Omitted

Revenues
Water and Sevver Revenues
Sevice Billings
Late Payment Fees
Service Charges
Trip Fees

Total Revenues

Current
Customers

S 7,491

156
21

3
7,671

Projected
New

Projected
Customers

S 7,925

165
22

3
8,116

Expenses
UMG Contract
Board of Commissioners Saiary
Regulatory Fees- PSC
Legal Fees
Financial Advisor to the board
Audit

Depreciation
interest on Bonds
interest on KfA Notes

Total Expenses
Actin ome--

6,820
30
16
50

25
1,700

418
162

9,245

(1;574) ---S - 44-5-

6,820
30
16
$0

25
1,700

'18

I 62
9,245

- $ ----(1,129>----



Exhibit A
Pg 3

Mountain Nfater District
Projected increase fDecrease) in Operating AccoUnts

First Fiscal Year of Operations w/ UMG Contract
„000's Omitted

Nei Income per income Statement

Add back: Depreciation

Less: Principal payments on Bonds
Principal payments on KIA Notes
Transfer to Reserve Accounts

Projected increase(Decrease) in Operating Cash



Exhibit B

Mountain Water District
Cost Comparison between UMG and AWR Proposals

ITEM DESCRIPTION
Operating Costs

.Power
Repair and Maintenance
Contractual
insurance
Miscellaneous
Purchased Water
Short Term Debt
Reduction in Repair and Maintenance Budget
Sewage Treatment Costs
AWR budget reduction to 2004 Financials

First Full Year of Operations Cost

UMG

$ 6,820,000

$ 6,820,000

AWR

$ 4,200,000 (1)
515,000
350,000

37,853
125,000
60,000

700,000
240,000
106,140
120,000
155,697

$ 6,609,690

INITIAL ONE TIME COST TO CONTRACT IN AWR PROPOSAL
Premium in First 6 Months of Operation —AWR
District's Cost to buy Employee's Time
Total One Time Cost to District

$ 350,000 (2)
450,000 (3)

$ 800,000

(1) This estimate is based on a plus/minus 10 % cost. This would create a Total Cost range of
$6,189,690 to $7,029,690 per year,

(2) This is additional cost that AWR feels the district might recoup over the life of the Contract.
(3) This is cost to buy out employees time in excess of hours transferable to UMG Proposal.
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MDUNTAIN WATER DESYRICT
I'.O. BOX 37 57

P IKEUI LLE, KY 41 501
6 0 6 / 6 3 1 - 9 1 G 2- P H 0 N E

GOG/631-3087-FAX

FACSIMILE TRANSMITTAL SHEET

DAN STRATTON
CQiW>ANY!

STRATTON, HOC~Cv 8:MADDOX
f'X Nii',MAER!

Ci06-437-7569

P I I(j'iIE 'Nlif! &ERi

606-437-7800
E:

RESOLUTION

FROM

DATE:

MAY 26, 2005
TGTAL Bo. GF pAGEs uucLUDLMC covrM

3
SENDE'R'S REFERENCE NufiffIER:

YQ!iR RBI'EREIifcl Nfia&ER'!

Please read the attached and advise.

Thank you

I.ONFltiFPiTI Al IVY Xi'(rl'I CI.'
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MOUNTAIN WATER DISTRICT

RESOt UTION 06-08-013

APPROYAI OF NEGOTIATIONS OF OPERATIONS,
NlAINTENANCE 8 MANAGEMENT PROPOSAL

NIHEREAS, THE BOARD OF COMMISSIONERS of the Mountain Water District
agreed and requested statements of qualifications and price proposals {RFQfp)
from capable governmental entities, non-profit corporations, or private

companies, interested in providing operations, maintenance, and management
services to the District by means of a contractual agreement, and,

WHEREAS, THE BOARD OF COMMISSIONERS of the Mountain Water District
agreed and appointed an Advisory Committee, consisting of one Board member,
one attorney, one certified public accountant, one engineer, one District
administrative employee, one District salaried employee and one District hourly
employee to review and assess the two proposals submitted to the Board from
Alliance Water Resources, Columbia, Missouri, and Utility Management Group,
Corbin, Kentucky. The Advisory Committee completed their review and
assessment of these two proposals and submitted to the Board of
Commissioners their recommendation, and,

NHEREAS, THE BOARD OF COMMlSSIONERS of the Mountain Water District
agrees to accept the recommendation of the Advisory Committee and approve
entering into negotiations with Utility Management Group for the Operations,
Mairitenaiice 8 Management A'greement s0brnrtted to the Board of
Commissioners by Utility Management Group, Corbin, Kentucky, and,

NON, THEREFORE, BE IT RESOLVED THAT the Board of Commissioners of
the Mountain Water District votes to approve entering into negotiations with

Utility Management Group for the Operations, Maintenance 8 Management
Agreement submitted to the Board of Commissioners by Utility Management
Group, Corbin, Kentucky.

MOTION FOR ADOPTION of this resolution was made the 25'" day of May,
2005, by Commissioner Litafik and seconded by Commissioner Collins.
Commissioner voting as follows:

Chairperson Akers
Commissioner Collins
Commissioner Litafik

Commissioner Spears
Commissioner Sullivan

Aye
Aye
Aye
Aye
Aye
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THEREUPON, said motion was declared passed and the resolution adopted.

Dated this the 25'" day of May, 2005,

Toni Akers, Chairperson

Terry Spears, Secretary



Exhibit A

Pg2
MoUntain Water District
Projected Income Statement

First Fiscal Year of Operations w/ UMG Contract
,000's Omitted

Current
Customers

Projected
New

Projected
Customers

Revenues
Water and Sewer Revenues
Sevice Billings
Late Payment Fees
Service Charges
Trip Fees

Total Revenues

165
22

3
8,116

$ 7,491 $ 434 $ 7,925

156 9
21 1

3 0
7,671 445

Expenses
UMG Contract
Board of Commissioners Salary
Regulatory Fees- PSC
Legal Fees
Financial Advisor to the board
Audit

Depreciation
Interest on Bonds
Interest on KIA Notes

Total Expenses
Net Income

6,820
30
16
50
24
25

1,700
418
162

9,245
$ (1,574) $ 445

6,820
30
16
50
24
25

1,700
418
162

9,245
$ (1,129)



Exhibit B

Mountain Water Oistrict
Cost Comparison between UMG and AWR Proposals

ITEM DESCRIPTIQ5
Operating Costs
Power
Repair and Maintenance
Contractual
Insurance
Miscellaneous
Purchased Water
Short Term Debt
Reduction in Repair and Maintenance Budget
Sewage Treatment Costs
AWR budget reduction to 2004 Financials

First Full Year of Operations Cost

Qgg
$ 6,820,000

$ 06,820,000

AKR
$ 4,200,000

515,000
350,000
37,853

125,000
60,000

700,000
240,000
106,140
120,000
155,697

$ 6,609,690

INITIAL ONE TIME COST TO CONTRACT IN AWR PROPOSAL
Premium in First 6 Months of Operation - AWR
District's Cost to buy Employee's Time

Total One Time Cost to District

$ 350,000 (1)
450,000 (2)

$ 800,000

)

(1) This is additional cost that AWR feels the district might recoup over the life of the Contract.
(2) This is cost to buy out employees time in excess of hours transferable to UMG Proposal.
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Mountain %ater District
Request for Proposals

Operation, Maintenance 8: Managentent
E. RANKING OF CONTRACTORS/NEGOTIATION PROCEDURE

1. The Management Assessment Advisory Team will begin the review of proposals on
May 2", 2005. During the review and selection process, the Board will select one or
more proposals deemed to be most responsive and may elect to conduct interviews
witFi the Contractor(s} as part of the evaluation process. If such interviews are deemed
appropriate, these will be conducted during the week of May 16, 2005. Subsequently,
if on site visit(s) are deemed appropriate, these will be scheduled with the respondent
as appropriate.

If. these negotiations are not successful they will be terminated and the firm which
received the next highest score will then be invited to negotiate, and so on. Once
verbal agreement has been reached with a firm, the Board of Commissioners will then
announce the name of the selected firm and conduct a special meeting to introduce
representatives of the firm to the general public and invite public comment.
Subsequently, the Board shall place the consideration of a service contract on a
regular meeting agenda.

3. Presentation to Board on May 25, 2005 (tentative}.

V. CRITERIA FOR REVIK%'ND EVALUATION OF PROPOSALS

A} Completeness of Submission
Submission include all information requested in the
RFQ/P document.

5 poittts

B) Oualifications
Contractor appears to be exceptionally well qualified
to perform the services sought in the RFQ/P, and has
extensive experience in providing services requested.

15 points

C) Credibilitv ofProposed Operating Plan
Contractor's proposed system Operating Plan is 30 points
Comprehensive, appears to meet all system requirements,
and is conceptually reasonable, and realistic.

D) Credibilitv ofProposed Transition Plan
The Contractor appears to fully understand the District's 20 points
needs, made evident by suggestions for transition,
improvements, and innovations. The methodology to
deal appropriately with the transition from District
operations to contractor operations and the method of

10



E) Professional References
Excellent references from existing or former rural

client-communities past clients.
15 points

Mountain %ater District
Request for Proposals

Operation, Maintenance 4 Manamnient

sta6ing the facilities is realistic and will work well. !y "iI Q /gl:

11

F) Price Competitiveness
Price offered for the initial contract services period
is very competitive and favors the District;
and the price adjustment formula is fair and equitable.

15 points

VI. CONTENT R FORMAT OF STATEMENT OF QVALIFICATION

The Contractor is required to address completely each time in this section, identifying the
respective response with the corresponding letter, and number, as appropriate, such as Section
VI, Al,, A2., etc.

A) ln narrative form provide a Statement of Qualification. Specifically:

1, Clearly identify the Contractor, providing the full corporate name, address, phone
and fax numbers, and the name and date of organization or incorporation, indicate
whether the entity is a unit of government, corporation, partnership, or other:
provide the names of the board members, principal stock holders, or partners as
appropriate; note the state and/or country of registration of the corporation;
provide the Federal Employee identification Number.

2. Provide a brief narrative history of the Contractor's experience dealing specifically
with complete operation, maintenances, and general management of public water

-distribution-systems; either sinful.arly, or as- a component of-a broader service-—
responsibility or contract; and,

3, Provide a listing of all full-service contract operations, maintenance and

management contracts which the Contractor has currently, citing the gross annual

amount of each contract and the start date and term of each.

4. List the number of staff to be assigned to this project providing a brief resume of
the training and related experiential qualifications of each; name and provide the
license number of the individual to serve as system operator/manager, providing a
full resume of training and work experience.

5. Provide a list with names and phone numbers of clients/customers for which

operation, maintenance, and management services involving water systems similar
to the District's have been provided in the last five (5) years.

11



Mountain %ater District
Request for Proposais

Oyeration, Maintenance & Mana~ment

K. RANKING OF CONTRACTORS/NEGOTIATION PROCEDURE
1. The Management Assessment Advisory Team will begin the review of proposals on

May 2", 2005. During the review and selection process, the Board will select one or
more proposals deemed to be most responsive and may elect to conduct interviews
with the Contractor(s) as part of the evaluation process. If such interviews are deemed

appropriate, these will be conducted during the week of May 16, 2005. Subsequently,
if on site visit(s) are deemed appropriate, these will be scheduled with the respondent
as appropriate.

lf these negotiations are not successful they will be terminated and the firm which
received the next highest score will then be invited to negotiate, and so on. Once
verbal agreement has been reached with a firm, the Board of Commissioners will then
announce the name of the selected firm and conduct a special meeting to introduce
representatives of the firm to the general public and invite public comment.
Subsequently, the Board shall place the consideration of a service contract on a
regular meeting agenda.

Presentation to Board on May 25, 2005 (tentative).

V. CRITERIA FOR REVIEW AND EVALUATION OF PROPOSALS

A) Completeness of Submission
Submission include all information requested in the
RFQ/P document.

5 points

B) Qualifications
Contractor appears to be exceptionally well qualified
to-perform the-services sought- in the-RFQ/P,-and has-

extensive experience in providing services requested.

15 points

C) Credibilitv ofProposed Operating Plan
Contractor's proposed system Operating Plan is

Comprehensive, appears to meet all system requirements,
and is conceptually reasonable, and .realistic.

30 points

D) Credibilitv ofProposed Transition Plan
The Contractor appears to fully understand the District's 20 points
needs, made evident by suggestions for transition,

improvements, and innovations. The methodology to
deal appropriately with the transition from District
operations to contractor operations and the meth.od of

10



Mountain Water District
Request for Proposals

Operation, Maintenance S; Management

staffing the facilities is realistic and will work well.

E) Professional References
Excellent references from existing or former rural

client-communities past clients.
15 points

F) Price Competitiveness
Price offered for the initial contract services period
is very competitive and favors the District;
and the price adjustment formula is fair and equitable.

15 points gp

VI. CONTENT 4 FORMAT OF STATEMENT OF QUALIFICATION

The Contractor is required to address completely each time in this section, identifying the
respective response with the corresponding letter, and number, as appropriate, such as Section
Vl, Al., A2., etc.

A) 1n narrative form provide a Statement of Qualification. Specifically:

l. Clearly identify the Contractor, providing the- full corporate name, address, phone
and fax numbers, and the name and date of organization or incorporation, indicate
whether the entity is a unit of government, corporation, partnership, or other:
provide the names of the board members, principal stock holders, or partners as
appropriate; note the state and/or country of registration of the corporation;
provide the Federal Employee identification Number.

2. Provide a brief narrative history of the Contractor's experience dealing specifically
with complete operation, maintenances, and general management of public water
distribution systems; either-singularly, or as a component of a broader service
responsibility or contract; and,

3. Provide a listing of all full-service contract operations, maintenance and

management contracts which the Contractor has currently, citing the gross annual

amount of each contract and the start date and term of each.

4. List the number of staff to be assigned to this project providing a brief resume of
the training and related experiential qualifications of each; name and provide the
license number of the individual to serve as system operator/manager, providing a
full resume of training and work experience.

5. Provide a list with names and phone numbers of clients/customers for which

operation, maintenance, and management services involving water systems similar
to the District's have been provided in the last five (5) years.



Mountain %ater District
Request for Proposals

Operation, Maintenance k Management

K. RANKING OF CONTRACTORS/NEGOTIATION PROCEDURE
1. The Management Assessment Advisory Team will begin the review of proposals on

May 2", 2005. During the review and selection process, the Board will select one or
more proposals deemed to be most responsive and may elect to conduct interviews
with the Contractor(s) as part of the evaluation process. If such interviews are deemed

appropriate, these will be conducted during the week of May 16, 2005. Subsequently,
if on site visit(s) are deemed appropriate. these will be scheduled with the respondent
as appropriate.

If these negotiations are not successful they will be terminated and the firm which
received the next highest score will then be invited to negotiate, and so on, Once
verbal agreement has been reached with a firm, the Board of Commissioners wiH then
announce the name of the selected firm and conduct a special meeting to introduce
representatives of the firm to the general public and invite public comment.
Subsequently, the Board shall place the consideration of' service contract on a
regular meeting agenda.

Presentation to Board on May 25, 2005 (tentative).

V. CRITERIA FOR REVIEW AND EVALUATION OF PROPOSALS

A) Completeness of Submission
Submission include all information requested in the
RFQ/P document.

/Pi'per.c=,

5 points

8) Oualifications
Contractor appears to be exceptionally well qualified
to perform the services-sought in the RFQ/P, and has
extensive experience in providing services requested.

15 points ) g

C) Credibilitv ofProposed Operating Plan
Contractor's proposed system Operating Plan is 30 points
Comprehensive, appears to meet all system requirements,
and is conceptually reasonable, and realistic.

D) Credibilitv ofProposed Transition Plan
The Contractor appears to fully understand the District's 20 points /g
needs, made evident by suggestions for transition,
improvements, and innovations. The methodology to
deal appropriately with the transition from District
operations to contractor operations and the method of

10



Mountain %ater District
Request for Proposals

Operation, Maintenance k. Management

staffing the facilities is realistic and will work well.

E) Professional References
Excellent references from existing or former rural

client.-communities past clients,
15 points I C

F) Price Competitiveness
Price off'ered for the initial contract services period
is very competitive and favors the District;
and the price adjustment formula is fair and equitable.

15 points

VI. CONTENT 8r, FORMAT OF STATKMKNT OF QUALIFICATION

The Contractor is required to address completely each time in this section, identifying the
respective response with the corresponding letter, and number, as appropriate, such as Section
VJ, Al., A2., etc.

A) ln narrative form provide a Statement of Qualification. Specifically:

1. Clearly identify the Contractor, providing the full corporate name, address, phone
and fax numbers, and the name and date of organization or incorporation, indicate
whether the entity is a unit of government, corporation, partnership, or other:
provide the names of the board members, principal stock holders, or partners as
appropriate; note the state and/or country of registration of the corporation;
provide the Federal Employee identification Number.

2. Provide a brief narrative history of the Contractor's experience dealing specifically
with complete operation, maintenances, and general management of public water
distribution systems, either- singularly,"-or as a component of a broader service
responsibility or contract; and,

3. Provide a listing of all full-service contract operations, maintenance and

management contracts which the Contractor has currently, citing the gross annual

amount of each contract and the start date and term of each.

4. List the number of staff to be assigned to this project providing a brief resume of
the training and related experiential qualifications of each; name and provide the
license number of the individual to serve as system operator/manager, providing a
full resume of training and work experience.

5. Provide a list with names and phone numbers of clients/customers for which

operation, maintenance, and management services involving water systems similar
to the District's have been provided in the last five (5) years.

11



'Mountain %ater 9istrict
Request for Proposals

Operation, Maintenance & Management

K. RANKING OF CONTRACTORS/NEGOTIATION PROCEDURE
1. The Management Assessment Advisory Team will begin the review of proposals on

May 2"", 2005. During the review and selection process, the Board will select one or
more proposals deemed to be most responsive and may elect to conduct interviews
with the Contractor(s) as part of the evaluation process. If such interviev s are deemed
appropriate, these will be conducted during the week of May 16. 2005, Subsequently,
if on site visit(s) are deemed appropriate. these will be scheduled with the respondent
as appropriate.

If these negotiations are not successful they will be terminated and the firm which
received the next highest score will then be invited to negotiate, and so on, Once
verbal agreement has been reached with a firm, the Board of Commissioners will then
announce the name of the selected firm and conduct a special meeting to introduce
representatives of the firm to the general public and invite public comment.
Subsequently, the Board shall place the consideration of a service contract on a
regular meeting agenda.

3. Presentation to Board on May 25, 2005 (tentative).

V. CRITERIA FOR RKVIE%'ND EVALUATION OF PROPOSALS

A) Completeness of Submission
Submission include all information requested in the
RFQ/P document.

S points

B) Qualifications
Contractor appears to be exceptionaHy well qualified
to perform the services sought -in -the RFQ/P-,- and has-
extensive experience in providing services requested.

15 points

C) Credibilitv of Proposed Operating Plan
Contractor's proposed system Operating Plan is
Comprehensive, appears to meet all system requirements,
and is conceptually reasonable, and realistic.

30 points

D) Credibilitv ofProposed Transition Plan
The Contractor appears to fully understand the District's 20 points P 0
needs, made evident by suggestions for transition,
improvements, and innovations. The methodology to
deal appropriately with the transition from District
operations to contractor operations and the method of

10



Mountain %ater District
Request for Proposals

Operation, Maintenance k Management

staffing the facilities is realistic and will work well.

E) Professional References
Excellent references from existing or former rural

client-communities past clients.
15 points

F) Price Competitiveness
Price ofFered for the initial contract services period
.is very competitive and favors the District;
and the price adjustment formula is fair and equitable,

15 points

VL CONTENT 4 FORMAT OF STATEMENT OF QUALIFICATION

The Contractor is required to address completely each time in this section, identifying the
respective response with the corresponding letter, and number, as appropriate, such as Section
VI, Al., A2., etc.

A) In narrative form provide a Statement of Qualification. Specifically:

l. Clearly identify the Contractor, providing the full corporate name, address, phone
and fax numbers, and the name and date of organization or incorporation, indicate
whether the entity is a unit of government, corporation, partnership, or other:
provide the names of the board members, principal stock holders, or partners as
appropriate; note the state and/or country of registration of the corporation;
provide the Federal Employee identification Number.

2. Provide a brief narrative history of the Contractor's experience dealing specifically
with complete operation, maintenances, and general management of public water
distribution systems, either singularly, or as a component of a broader service
responsibility or. contract; and,

3. Provide a listing of all full-service contract operations, maintenance and
management contracts which the Contractor has currently, citing the gross annual
amount of each contract and the start date and term of each.

4. List the number of stafF to be assigned to this project providing a brief resume of
the training and related experiential qualifications of each; name and provide the
license number of the individual to serve as system operator/manager, providing a
full resume of training and work experience.

5. Provide a list with names and phone numbers of clients/customers for which
operation, maintenance, and management services involving water systems similar
to the District's have been provided in the last five (5) years.

11



Mountain Water Dislrict
Request for Proposals

Operation, Maintenance & Management
K. RANKING OF CONTRACTORS/NEGOTIATION PROCEDURE

1. The Management Assessment Advisory Team will begin the review of proposals on
May 2", 2005. During the review and selection process, the Board will select one or
more proposals deemed to be most responsive and may elect to conduct interviews
with the Contractor(s) as part of the evaluation process. If such interviews are deemed
appropriate, these will be conducted during the week of May 16, 2005. Subsequently,
if on site visit(s) are deemed appropriate, these will be scheduled with the respondent
as appropriate.

If these negotiations are not successful they will be terminated and the firm which
received the next highest score will then be invited to negotiate, and so on. Once
verbal agreement has been reached with a firm, the Board of Commissioners v ill then
announce the name of the selected firm and conduct a special meeting to introduce
representatives of the firm to the general public and invite public comment.
Subsequently, the Board shall place the consideration of a service contract on a
regular meeting agenda.

3. Presentation to Board on May 25, 2005 (tentative).

V. CRITERIA FOR REVIEW AND EVALUATION OF PROPOSALS

A) Completeness of Submission
Submission include all information requested in the 5 points
RFQ/P document.

B)

pA~

E ~

C)

Oualifications
Contractor appears to be exceptionally well qualified
to perform the services sought in the RFQ/P, and has
extensive experience in providing services requested.

Credibilitv of Proposed Operating Plan
Contractor's proposed system Operating Plan is
Comprehensive, appears to meet all system requirements,
and is conceptually reasonable, and realistic.

15 pomts

30 points

Gredibilitv of Proposed Transition Plan
The Contractor appears to fully understand the District's 20 points
needs, made evident by suggestions for transition,
improvements, and innovations. The methodoloN to
deal appropriately with the transition from District
operations to contractor operations and the method of

10



Mountain %ater District
Request for ProposaLs

Operation, Maintenance &, Management

stafGn< the facilities is realistic and will work well.

E) Professional References
Excellent references from existing or former rural

client-communities past clients.
15 points

F} Price Cornnetitiveness
Price offered for the initial contract services period
is very competitive and favors the District;
and the price adjustment formula is fair and equitable.

f><~)

15 points

VI. CONTENT 4 FORMAT OF STATEMENT OF QUALIFICATION

The Contractor is required to address completely each time in this section, identifying the
respective response with the corresponding letter, and number, as appropriate, such as Section
VI, Al., A2., etc.

A) ln narrative form provide a Statement of Qualification. Specifically:

1. Clearly identify the Contractor, providing the full corporate name, address, phone
and fax numbers, and the name and date of organization or incorporation, indicate
whether the entity is a unit of government, corporation, partnership, or other:
provide the names of the board members, principal stock holders, or partners as
appropriate; note the state and/or country of registration of the corporation;
provide the Federal Employee identification Number,

2. Provide a brief narrative history of ihe Contractor's experience dealing specifically
with complete operation, maintenances, and general management of public water
distribution systems, either singuIarly, or as a component of-a broader service
responsibility or contract; and,

3. Provide a listing of all fuH-service contract operations, maintenance and
management contracts which the Contractor has currently, citing the gross annual
amount of each contract and the start date and term of each.

4. List the number of staff to be assigned to this project providing a brief resume of
the training and related experiential qualifications of each name and provide the
license number of the individual to serve as system operator/manager, providing a
fuH resume of training and work experience.

5. Provide a list vith names and phone numbers of clients/customers for which
operation, maintenance, and management services involving water systems similar
to the District's have been provided in the last five (5) years.

11



Mountain Water District
Request for Proposals

Operation, Maintenance R Management
K. RANKING OF CONTRACTORS/NKGOTlATlON PROCEDURE

1. The Management Assessment Advisory Team will begin the review of proposals on
May 2"", 2005. During the review and selection process, the Board will select one or
more proposals deemed to be most responsive and may elect to conduct interviews
with the Contractor(s} as part of the evaluation process. lf such interviews are deemed
appropriate, these will be conducted during the week of May 16, 2005. Subsequently,
if on site visit(s} are deemed appropriate, these will be scheduled with the respondent
as appropriate.

If these negotiations are not successful they will be terminated and the firm which
received the next highest score will then be invited to negotiate, and so on. Once
verbal agreement has been reached with a firm, the Board of Commissioners will then
announce the name of. the selected firm and conduct a special meeting to introduce
representatives of the firm to the general public and invite public comment.
Subsequently, the Board shall place the consideration of a service contract on a
regular meeting agenda.

3. Presentation to Board on May 25, 2005 (tentative).

V. CRITERIA FOR RKVIKAY AND EVALUATION OF PROPOSALS

A) Completeness of Submission
Submission include all information requested in the
RFQ/P document.

5 points

B) Qualifications
Coritractor appears to be exceptionally well qualified
to perform tire services sought in theRFQ/P, and has
extensive experience in providing services requested.

15 points

C} Credibilitv of Proposed Operating Plan
Contractor's proposed system Operating Plan is
Comprehensive, appears to meet all system requirements,
and is conceptually reasonable, and realistic.

30 points

D) Credibility ofProposed Transition Plan
The Contractor appears to fully understand the District's 20 points
needs, made evident by suggestions for transition,
improvements, and innovations. The methodology to
deal appropriately with the transition from District
operations to contractor operations and the method of



Mountain %ater District
Request for Proposals

Operation, Maintenance 4 Management

staffing the facilities is realistic and will work well.

E) Professional References
Excellent references from existing or former rural

client-communities past clients.
15 points

F) Price Competitiveness
Price offered for the initial contract services period
is very competitive and favors the District;
and the price adjustment formula is fair and equitable.

15 points

VL CONTENT dk FORMAT OF STATEMENT OF QUALIFICATION

The Contractor is required to address completely each time in this section, identifying the
respective response wiith the corresponding letter, and number, as appropriate, such as Section
VI, Al., A2., etc.

A) In narrative form provide a Statement of Qualification. Specifically:

Clearly identify the Contractor, providing the full corporate name, address, phone
and fax numbers, and the name and date of organization or incorporation, indicate
whether the entity is a unit of government, corporation, partnership, or other:
provide the names of the board members, principal stock holders, or partners as
appropriate; note the state and/or country of registration of the corporation;
provide the Federal Employee identification Number.

2. Provide a brief narrative history of the Contractor's experience dealing specifically
with complete operation, maintenances, and general management of public water
distribution...systems,...either..singularly, or as.a component of a. broader..service .
responsibility or contract; and,

3. Provide a h sting of all full-service contract operations, maintenance and
management contracts which the Contractor has currently, citing the gross annual
amount of each contract and the start date and term of each..

4. List the number of staff to be assigned to this project providing a brief resume of
the training and related experiential qualifications of each; name and provide the
license number of the individual to serve as system operator/manager, providing a
full resume of training and work experience.

5. Provide a list with names and phone numbers of clients/customers for which
operation, maintenance, and management services involving water systems similar
to the District's have been provided in the last five (5) years.

11
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Mountain Water Bistrict
Request for Proposals

Operation, Maintenance k Management

K. RANKING OF CONTRACTORS/NEGOTIATION PROCEDURE
1. The Management Assessment Advisory Team will begin the review of proposals on

May 2", 2005. During the review and selection process, the Board will select one or
more proposals deemed to be most responsive and may elect to conduct interviews
with the Contractor(s) as part of the evaluation process. If such interviews are deemed
appropriate, these will be conducted during the week of May 16, 2005. Subsequently,
if on site visit(s) are deemed appropriate these will be scheduled with the respondent
as appropriate.

If these negotiations are not successful they will be terminated and the firm which
received the next highest score will then be invited to negotiate, and so on. Once
verbal agreement has been reached with a firm, the Board of Commissioners will then
announce the name of the selected firm and conduct a special meeting to introduce
representatives of the firm to the general public and invite public comment.
Subsequently, the Board shall place the consideration of a service contract on a
regular meeting agenda.

Presentation to Board on May 25, 2005 (tentative).

V. CRITERIA FOR RKVIX% AND EVALUATION OF PROPOSALS

A) Completeness of Submission
Submission include all information requested in the

RFQ/P document.
5 points

B) Qualifications
Contractor appears to be exceptionally well qualified
to perform the'services sought in the RFQ/P, and has

extensive experience in providing services requested.

15 points

C) Credibilitv of Proposed Operating Plan
Contractor's proposed system Operating Plan is 30 points
Comprehensive, appears to meet all system requirements,
and is conceptually reasonable, and realistic.

D) Credibilitv ofProposed Transition Plan
The Contractor appears to fully understand the District's 20 points
needs, made evident by suggestions for transition,

improvements, and innovations. The methodology to
deal appropriately with the transition from District
operations to contractor operations and the method of

10



Mountain %atcr District
Request for Proposals

Operation, Maintenance k Management

staffing the facilities is realistic and will work well.
( is,t j(p k.c'+

(f~ (q

E) Professional References
Excellent references from existing or former rural

client-communities past clients.
15 points

F) Price Competitiveness
Price offered for the initial contract services period
is very competitive and favors the

District„'nd

the price adjustment formula is fair and equitable.

15 points

VL CONTENT 4 FORMAT OF STATEMENT OF QUALIFICATION

The Contractor is required to address completely each time in this section, identifying the
respective.response with the corresponding letter, and number, as appropriate, such as Section
VI, Al., A2., etc.

A) In narrative form provide a Statement of Qualification. Specifically:

1. Clearly identify the Contractor, providing the full corporate name, address, phone
and fax numbers, and the name and date of organization or incorporation, indicate
whether the entity is a unit of government, corporation, partnership, or other:
provide the names of the board members, principal stock holders, or partners as
appropriate; note the state and/or country of registration of the corporation;
provide the Federal Employee identification Number.

2. Provide a brief narrative history of the Contractor's experience dealing specifically
with complete operation, maintenances, and geiieral management of public water

- distribution- systems,-either singularly, or-as- a component of-a broader service
responsibility or contract; and,

3. Provide a listing of all full-service contract operations, maintenance and

management contracts which the Contractor has currently, citing the gross annual

amount of each contract and the start date and term of each.

4. List the number of staff to be assigned to this project providing a brief resume of
the training and related experiential qualifications of each; name and provide the
license number of the individual to serve as system operator/manager, providing a
full resume of training and work experience.

5. Provide a list with names and phone numbers of clients/customers for which

operation, maintenance, and management services involving water systems similar
to the District's have been provided in the last five (5) years.

11
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ADVERTISEMEIIT
———FOR SIDS

The Fayette County
Board of Education
will receive sealed
bIds In the Purchas-
ing Office, 701 East
Main. Street, Room
110, until Monday,
April 18, 2005, 1;30
p rn, E.S.T. for the
Sale of Surp(us Used
Books. Bids shouldbe sealed and
marked Bid 12-05.
Bid forms and speci-
fications may be
obtained at 701 East
Main Street, Room
110 from 8!00 a.m.
until .4:00 p.m.,
weekdays.

322650

FOR SALE
1995 Ford Mustang,
VIN 63

1FALP4044SF269255
to be sold to recover
losses for towing 8
storage. Cost pursu-
ant to KRS 376.275.
Date of sale wIII be
4/22/05. Time 12
noon at location ofGlencoe Tlre-
Towing-Trucic L
Auto Repair Inc.,
4170 Hwy 127, Glen-
coe, KY 41046. Seller
has minimum 're-
serve bid. o!Ivehicle.

304369

IMENT TO SID
N,2C REGIONAL DETENTION BASIN C6
IG ESTATES DEVELOPMENT> LLC

be iscsivsd by Ddang Dsvslapmsnt, LLC at Eu>

ea Road, Sugs I 00, lexington, KY 4051 I, unlll

i lor furnishing labor and mala!lais and perform.
(ar Sids, General Cundllions, SpsciRcalions and

ic, Immediately %%dllowirg ihs schsdulsd cia>!ng
dch havs bssn submglsd in accordance vdilh Ihs
f !sad aloud, The apsnlng uf'bids will lake afacs
Bull isa Road, Sugs I 00, lsxingbn, KY 4051 I.

llowlng: Canslmclfng one slaimwalsi dslsngon
3!aEun, storm sswsi and alhsi related appuils.
Dsaudtgs and Spscificalions.

I issuing Ones whkh is El!and A sacialss, Inc.,
Y 40511 (B59-2254I500( upon rscsipl »' non.

lg for each campfsis ssi of Drawings and Speci.
nsd ai Ihs fallowing places', AGC/hhcGraw Hill

l00, lsxinglan, KY40505, B594256630 and
Rd„Bldg. S„Suils I l2, lsxlnglan, KY 40505,

ikC Slk>I 1%'I>)if845+
REC>VEST FOR

PROPOSAL
i

Notice Is hereby Igiven'y the!
Lexington-Fayette
Ul trail County Gov-
ernment that pro-
posais will be re-
ceived In the Office
of the Director of
Central Purchasing,
200 East Main Street,
Lexington, Ken-
tucky for:

Request for Proposal:
9622-2005 ERP Soft-
ware and Irnpie-
mentation Services

Proposals will be re-
ceived until 2!00 PM
I o c'a I t I rn e on
4-22-2005 et which
time they wiii be re-
viewed. If mailed,
proposals should be
addressed to DIVI-
SION OF CENTRAL
PURCHASINGr 200.
Eas.t hhain Street,
Lexington KY 40507.

Proposai I'arms and
other specifications
may be obtained
from the Division of
Central Purchasing
by calling (8591
258-3320.
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ADVERTISEMENT
FOR BID

Bids wiii be received
In the Office of Sup-
port Services at
Morehead State Uni-
versity, Support Ser-
vice's CompIex

loc-

atedd at dod West
Main Street, More-
head, Kentucky, for
the department indi-
cated no later than
the date below:

RE4UEST FOR
OUALIFICATIONS/

PIIOPOSALS

The Board of com-
missioners of the
Mountain WaterDistrict requests
statement of qualifi-
cations and price
proposais (RFQ/P)
from capable gov-
ernmental entities,
non-profit corpora-
tions, or private
compania~ inter-
ested in providing
oPerations, mainte-
nance, and man-
agement services to
the Mountain Water
District bv means of
a contractualagreement. The
Mountain Water
District wiii accept
RFQ/P submittais
until 2:00 pm. April.
25r 2005.

INVITATION TO SIDS>
RFP-01-06

COMMODITY
DESCRIPTION
COLLECTION
SERVICES-

PERK!NS LOAN
ACCOUNTS

CLOSIRO DATE
05/10/05 4 PM

. REOUESTINO
DEPARTMENT

ACCOUNTING 8r
BUDGETARY

CONTROL

An RFQ/P packet
containing informa-
tion about the prolect
end criteria, which
may be used to se-
Ie'ct the rnanage-
ment firm may be
obtained by con-
tacting Kimberly
Hunt at the Moun-
tain Water District,
ai 606-d31-'9162, ex-
tension 303.

Bids will open at date.time and place
shown above. Any-
one wishing to bfd
may do so by con-
tactin'g Morehead'tate UnIversity

LADONNA PURCELLr,
SUPPORT SERVICES
SPECIALIST IV
OFFICE OF
SUPPORT SERVICES
MOREHEAD STATE
UNI VERS!TY

327660
INVITATION TO SID

The hhountain Water
District Ii an Equa>
Opportunity Em-
plover arid encoui-
ages responses froill
a i! qualified firms,
rhe hhountain Water
District reserves the
right to relect any or
ail submiitais.

NOTICE Is herebygiven by the
Lexington-Fayette
Urban County Gov-
ernment that bids
wiis be received In
the Office of the Di-
rector of C'entrai
Purchasing, 200 East
Main Street Lex-
ington, Kentucky,
for.

Wlii Brown
Mountain Water
District

326>64
curttruuuutr .e ~eeeIeeAI~ rre

UK PMSION OP
CONESUNICATEON

PISORPERG I rivi tati on to Bid
9960-2005 Indystrlai
Metal Shelving For
Furrows BuildingPLISLIC SSEETING

Monday, April 18, 2005
4SO- 5!00p.m. Bids wiii be received

until 2:00 PM. on
4/18/2005 at which
time they wiII be
opened and read
aloud. If m a I led.
bids should be ad-
dressed to DIVISION
43F CENTRAL PUR-
CHASINGr 200 E ~

Main Streetr Lex-
ngtonr KY, 40507.'id Invitation Num-

berss

hhU ST AP-
PEAR on the outside
of the envelope.

University oi Kentucky
Charles T.

Wethington. Jc
Building

900 South Limestone
Thomas C. Robinson
Commons, Room 127

Lexington, KY

Relating to Applica-tion for Re-
accreditation sub-
mitted to the Council
on Academic Ac-
creditation of the
American Speech-
L.anguage-Hearing
AssoCiation

My PLACE
RESTAURANT

IL PUB 859-d19-1084
323349

SALON, Spacious,
Priced right. PO. Box

910039LeX, 40591
3'23030.

Bid forsns and other
specifications may
be. obtained from the
Director of Central
Purchasing.

32366!
IIOTICE
C:hoes Pub Restau-
rant LLC, mailing
address 2628 Rich-
mond Rd, Lexing-
ton, KY 40509 hereby
declares intentions
to apply for a Res-
t.aurant Llqg.or 8
Beer License, no
later than 4/8/05, the
business to be Ii-
cens'ed yviii be

loc-

atedd at 2628 Rich-mondRd

E.l5~>I:Id>11»Wbo can snbmst
con>monte>

Public comments re-
lated to programs
may include re-
marks submitted byInterested parties
such as faculty, stu-
dents, program ad-
ministrators, related
organizations, or in-
dividuals receiving
ciinicai services.

ADVANCE FEE
,LOANS OR

CREDIT
OFFERS

Companies that do,
business by phonecan't ask you to pay
for credit before you
get ii; For more Into.ca I I t o I I-9 r e e
1-877-FTC-HELP. A
pubflc service mes-
sage *om the Lex-
ington Herald-
Leader end the FTC.

Types of comme>>Is
consldercd>

Comments should
re>etc tn e nrnnre re

El'l<>f!1%if>kli>fd1 EIPLSl<>T II'(>kff>I41
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that any
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Quality
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ms shall
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650 - LEGALS

ADVERTISE-
MENT

FOR BX6
. The '. Pike County
Fiscal Court is
accepting sealed
bids for Franchises
for Cable Television
Systems that wish
to operate within
the confines of Pilce
County, Kentucky,
pursuant to
Ordinance Number

'6-07-.04,014, and
must ineet all the
terms and condi-
tions of the ordi-
nance.

Sealed bids eall be
accepted until
10:00 a.m, local
time, .on April 14,
2005.. Franchise(s)
awarded: pur'suant
to this 'request will
be non-exclusive for
a ten (10)year peri-
od.

Bids must 'e
returned to Rose
Parley, Fiscal Court
Clerk of the Pike
County . Fiscal
Court, 146 'Main
Street, Pikeville,
KY 41501.

Sealed bids must be
clearly marked
"Cable Television
Franchise Propos-

650 " LEGALS

ADVERTISE-
MENT

FOR BID
The Pike County
Fiscal . Cburt is
accepting sealed
'bids for the pur-
chase of the follow-
ing".

Six (6) new 2005
tandem axle
dump trucks

Bids will be accept-
ed until 11:00,a,m.,
local time, April 14,
2005. The method
of award will be the
lowest evaluated
bid.
Specifications and
bid forins inay be
obtained, Monday
through Friday
from 8:00 a.m. to
4:30p.m., local time
from Kureri Friend,
Director 'f
Purchasing, Pike
County Court-
house, '46 Main
Street, Pikeville,
Kentucky, or by
calling (606) 432-
6288. Bid forms
must be returned to
Rose Farley, Fiscal
Court Clerk of the
.Pike County. Fiscal
Court, 146 Main
Street, Pikeville,
KY 41501.
The bid opening
will be April 14,
2005, at ll:00 a.m.,
local time in the
courtroom, located.
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REQUEST FOR QUALIFICATIONS/PROPOSALS

The Board of Commissioners of the Mountain Water District requests statements
of qualifications and price proposals (RFQ/P) from capable governmental
entities, non-profit corporations, or private companies interested in providing
operations, maintenance, and management services to the Mountain Water
District by means of a contractual agreement, The Mountain Water District will
accept RFQ/P submittals until 2:00 pm, April 25, 2005,

An RFQ/P packet containing information about the project and criteria, which
may be used to select the management firm may be obtained by contacting
Kimberly Hunt at the Mountain Water District, at 606-631-9162, extension 303.

The Mountain Water District ls an Equal Opportunity Employer and encourages
responses from all qualified firms. The Mountain Water District reserves the right
to reject any or all submittals.

Will Brown
Mountain Water District



April 25, 2005

Board of Commissioners
Mountain Water District
P.O. Box 3157
Pikeville, KY 41501

Dear Commissioner:

Enclosed please Gnd the proposal for the Operations, Maintenance and
Management of the Mountain Water District. As the primary provider of potable water
and wastewater treatment services in Pike County, Kentucky, Mountain Water District
consists of a integrated system of treatment plants, both water and wastewater, storage
tanks, pump and pressure reducing stations and miles of distribution and collection lines.
These attributes, coupled with the rugged topography of this large county, make the
operations of the system difficult.

Utility Management Group offers years of experience in the operations and
management ofjust such systems. Though a newly formed company, the key personnel
possess an energy and mode of forward thinking, as well as decades of combined
experience, that will allow the District to expand while reaching new levels of service.

You will find the information in our proposal follows the direction ofyour
Request for Proposals, in a clear and concise format for ease of review. We look forward
to the opportunity to work with you in this collaborative partnership.

If you have any questions or need further information, please contact me at your
convenience at (606) 437-7454.

Sincerely,

Greg ay
Utilities Management Group
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Mountain Water District
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Utility Management Group LLC, (UMG) proposes to contract with the Mountain Water
District (District) to provide all services required for proper and professional operations,
maintenance and management of the District's water and wastewater treatment facilities
and distribution and collection systems. As proposed, the District wili retain ownership of
all facilities and equipment and complete control of its finances.

UMG is a new corporation focused solely on the provision of cost effective and efficient
operation and management services of rural water and wastewater utilities. Though
recently incorporated, the company boasts the varied experience and tested expertise of
its chief operating officer, a public utility manager, Mr. Greg May, and owner/manager, a
business and financial planner, Mr. Archie Marr, CPA.

UMG proposes to offer positions to the District's superintendent and all other current
employees of the District. Using tested up-grade training methods and by increasing
employee benefits, the corporation seeks to build an energized personnel team fully

capable of maintaining and expanding the District's excellent service record while keeping
pace with one of the highest demands for water and wastewater service development in

Kentucky. As proposed UMG will be able to provide all services and accomplish all

management goals within the District's current budget amount.

UMG is familiar with all regulatory requirements under which the District must operate and
assures full and consistent compliance with both water quality and service quality
standards as established by the Kentucky Division of Water and the Kentucky Public
Service Commission, respectively and those of the District.

Finally, UMG is ownecf and directed by professionals who are Kentuckians. Corporation
principals know of and place high value on the commitment and dedication of citizens
who serve on water district boards of commissioners and other public bodies.

In closing, UMG pledges to provide open and constant communication to the Mountain

Water District board of commissioners and to report routinely and as requested regarding
the business status and operational condition of the system while shouldering all of the
day to day personnel management obligations and operational I'iiities of the system.

Mr. Archie Marr /,I(/Ir. Greg May
/

Date

ellelYMA»» a 0»»~e»
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GENERAl STATEMENT OF QUALiFICATIONS

The following Statement of Qualifications complies with the directive set out in the
District's RFQ/P, Section Vl and ali entries will be marked accordingly.

A.1 Contractor Information

Name and Address

Utility Management Group, LLC
500 Summit Drive

P.O. Box 663
Corbin, Kentucky 40702

Utility Management Group, LLC
258 Town Mountain Road
Suite 101
Pikeville, Kentucky 41501

Phone Number: 606-528-2454
Fax Number. 606-528-1770

Phone Number, 606-437-4754
Fax/ Number: 606-437-5083

e-mail:archiemarrOumollc.net e-mail: arearnavumallc.net

Name and Date of Incorporation

Utility Management Group, LLC

State of Incorooration

Commonwealth of Kentucky

February 12, 2005

Tvoe of Entitv

Limited liability corporation

Name of Owner/Manager

Archie L. Marr

FEIN Number

20-2621526



Mountain Water Distnct
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A.2 Key Personnel Exverience

Utility Management Group (UMG) is a newly formed company located in Eastern
Kentucky. The company is committed to managing and staffing projects using local
resources and other expertise to manage and maintain water and wastewater utilities

throughout Eastern Kentucky. As described in detail below, the founder and operating
officer have the necessary experience in the utility management and financial fields to
efFectively optimize existing facilities and to develop approaches to cost effectively
meet changing regulatory requirements, discharge standards and operational
requirements.

Greg llay
The Utility Management Group team will be lead by Project Developer and
Chief Operating Officer Mr. Greg May. Mr. May brings to this role a unique
blend of management experience, from the mining industry and utility

distribution, as well as organizational skills and project development
experience. He served as Executive Assistant to the Pike County Judge-
Executive for three years, Prior to joining Utility Management Group he served
as Area Vice President for Veolia Water, the largest contract management
company in the world. He first served as project manager for the Pikeville
public works project which included a 6 MGD water plant, 18 water storage
tanks, 14 water pump stations, 74 miles of water distribution fines, 2 MGD
wastewater plant, 14 pump stations and 54 miles of collection lines. The scope
of the Pikeville Project also included full public works such as customer service,
meter reading and meter replacement program, natural gas distribution,

sanitation services (collection and transfer station), handting industrial leachate,
parks maintenance and street maintenance. After becoming Area Vice
President of Operations for Veolia Water serving Kentucky, Virginia and N/est
Virginia Mr. May managed water and/or wastewater utilities in 13 cities and
water districts as weil as one state of the art private industrial wastewater plant.
These projects had combined operation revenues of 14 million per year and
approximately 220 employees. Mr. May took the lead role in developing and
doing the 'due diligence'nalysis on the one billion dollar contract for
operations and maintenance for the water and sewer systems for the Norfolk

Naval Yard for Veoiia Water. Mr. May helped coordinate a distribution system
expansion for Southern Water in Floyd County growing a customer base from

3,800 to more that 7,000.
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Archie Marr

Another key member of the team will be Archie L. Marr, president of Marr, Miller

& Myers, PSC. Mr. Marr is a Certified Public Accountant and has great
expertise in management advisory services, business and financial planning,

acquisition and valuation strategies, and immense knowledge of auditing. Mr.

Miller was also director of training for Monroe Shine 8 Company, CPA's. Mr.

Miller resides in Corbin, Kentucky and has experience throughout eastern
Kentucky managing and auditing special projects for large corporations. Mr.

Miller will serve as CEO/CFO of Utility Management Group, LLC.

A full resume of Mr. May and Mr. Marr is provided in Appendix A.

A.3 Contract Manaaement Experience 8 Amounts

Utility Management Group, LLC, was incorporated in February 2005. The contract
proposed with Mountain Water District will be the corporation's first full service
contract for operations, maintenance and management, The demonstrated business
experience and expertise of the owner, Mr. Archie Marr and the demonstrated utility

management experience and expertise of Mr. Greg May and the extensive on-site
project management experience and expertise of Mr. Will Brown --serving jointly as
the on-site project leadership team -assures the District that it is placing its facilities in

the hands of professional utility managers.

More specifically, over the last five years Mr. May oversaw four operation and
management contracts amounting to approximately 814m annually and oversaw the
implementation of capital infrastructure projects in excess of 853m. Similarly, during

the same time period, Mr. Brown managed the District's operations at an annual

average of approximately 87m while administering capital improvement projects
amounting to nearly 550m.

A.4 Assigned Staff

The Chief Operating Officer for Utility Management Group will be Greg May. Mr. May
has a vast amount of experience in the operations of water and wastewater utiiities. In

the past six years, Mr. May has been the senior manager over operation and

maintenance of utilities for 13 different cities and water districts throughout

V'MA
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Kentucky, Virginia and West Virginia. The projects vary in size trom three (3)
employees to sixty (60) employees and in wastewater plant size from 100 thousand
gallons per day to 2 million gallons per day and in water plant size from 250 thousand
gallon per day to 6 millions gallon per day. These systems contain over 200 sewer lift

stations, 75 water pumping stations and tanks, 800 miles of water line, varying from
1.5"to 16" in size, and approximately 300 miles of sewer line. Mr. May has proven to
be an effective manager to municipal facility owners in developing and enhancing
existing water and wastewater systems. The focus will be delivering the maximum

value while minimizing major capital expenditures. During the operations stage, Mr.

May will work with the owner to optimize existing facilities and to develop approaches
to cost-effectively meet changing regulatory requirements, and operational
requirements.

Another member of the team will be Will Brown, current Superintendent of Mountain
Water District. Mr. Brown has more than nineteen (19)years of
ManagementJSupervisory experience in water distribution operations, including
booster pump station installation and maintenance, storage tank maintenance, water
main construction, corrosion control, meter reading, billing, budgeting, water
treatment, wastewater treatment operations and maintenance, design and
construction of both water treatment and wastewater treatment system projects using
recently developed technological advances in the treatment scheme. In the event of
contract award Mr. Brown will continue to serve as Project Manager/Superintendent
for Utility Management Group.

A full resume of Mr. Brown is provided in Appendix A.

A key component of the UMG staffing and management plan for this project involves

employing all of the District's existing staff. These individuals know in-place
operational methods and their participation is critically important to assure seamless
continuity in service delivery as the District transitions to contract services.

UMG will offer in writing a position to each employee currently working at Mountain

Water District in Pike County. Each employee will be paid their current wage and be
provided a benefit package that exceeds that which is currently provided.

UMG's proposed organizational structure is fully illustrated in the following Figure 1,
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A.G Generations. Maintenance and Management Exoerience

The following table illustrates the clients for which operations, maintenance and
management services involving water systems similar to Mountain Water District's

have been provided service in the past 5 years, under the direction and/or supervision
of Mr. May,

Proje 4

Southern Fiovd Countv Water &

Sewer

Citv of Williamson

Pikeville Public Works

Town of Clintwood

CDR Piarnents

,
Hardinsburo Public Works

I.ace.hon

Floyd County, KY

Witliamson, WV

Pikeville, KY

Clintwood, VA

Elizabethtown, KY

Hardinsburg, KY

. Coritaci.
Paul Hunt Thompson

Floyd County Fiscal Court

149 S. Central Ave

Prestonsburg, KY 41635
606-886-9193
Sam Kapourales, Former Mayor

566 Maple Street

Williamson, WV 24620
304-949-3265

Frank Justice, DVM, Mayor

118College Street

Pikeville, KY 41501
606437-5100
Donald Baker, Mayor

P.O. Box 456
Clintwood, VA 24228
276-926-8383

Ken Horton

305 Ring Road

Ellzabethtown, KY 42701

270-737-1700

Wayne Macy, Mayor

220 S Main Street

Hardinsburg, KY 40143
270-756-2213

Detailed information on these clients provided in Project Profiles sheets found at the
end of Section II.
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A.S Subcontractors

Water Quaitv Analysis

UMG will negotiate with all qualified laboratories located in or adjacent to the
District service area to secure contract(s) for independent water quality testing
and reporting services. lt is reasonabie to expect that contracts will be secure
with one or more of the following firms:

Appalachian States Analytical Services
181 Long View Drive

Pikeville, Kentucky 41501

McCoy 8 McCoy Environmental Services
173 Island Creek Road
Pikeville, Kentucky 41501

Insurance

UMG has secured a competitive array of insurance products that will guarantee
a sound employee benefits package, provide for corporate liability and vehicle
coverage and provide for workman's comp.

These include the following:

Health:

Dental;

General Liability:

Workman's Comp:
Corporate Vehicle:
Umbrella Policy:

Blue Cross & Blue Shield

Delta Dental
Acordia of Kentucky ($2m)
A)G

AlG

Acordia of Kentucky

Note. documentation relating to each type of insurance provided in Appendix A.
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Qualitv Testina

UMG will contract with Analytical Products Group, Inc., to provide water quality

sampling method testing for all employees engaged in the water treatment or
wastewater treatment processes,

Analytical Products Group, Inc.
2730 Washington Boulevard

Belpre, Ohio 45714
Phone: 800-272-4442

A.7 Non-monetarv Terms and Conditions

The following constitute the only non-monetary terms and conditions proposed
by UMG and subject to negotiation with the District that are to be incorporated
into the contract agreement to be executed by the District and UMG.

a. Retention IDismissal of Emolovees

Pursuant to the proposed contract agreement between the District and UMG,
UMG agrees to employee all current employees of the District at the time of
contract signing and continue to employee these individuals for a period of least
six (6) months. During this period, UMG will conduct interviews, review

records, conduct drug tests, and implement other procedures to assess
personnel resources and measure productivity. The information obtained from

this activity will be used to develop up-grade training programs for employees.

However, at any time during the initial six {6)month period of the contract, if

any employee engages in any publicly reprehensible act, such as harming or
threatening to harm others, lewdness, destruction of property, or is convicted of
theft, public intoxication, or other act which grossly violates the proper
demeanor and deportment of an individual representing either the District or
UMG, such employee may be dismissed immediately.
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b. SelectionlElimination of Vehicles. Tools and Eauioment

Due to the health and safety concerns associated with the condition and
state of repair of vehicles, tools and equipment belonging to the District
and to be used or intended for use by UMG in carrying out its obligations
to operate and maintain the District's facilities, UIVIG reserves the right to
evaluate, and accept or reject any item or items as it deems appropriate,

c. Undisclosed Reoulatorv Violations, Lawsuits or Other Similar Matter

UMG shall not be liable for nor in any way be responsible to resolve,
correct, settle, or pursue redress on behalf of the District for any
undisclosed violation(s) of regulation(s), law suits, complaints, or similar
matter that is not fully disclosed by the District prior to the time of
contract signing.
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Municipal Wastewater Project
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+I'LIENT:

City of Clintwood

LocATIDN: Clintwood, KY

EIu DGET: $110,000 / year

PROJECT DESCRIPTION:

Facilities 0,5-MGD Oxidation Ditch WNTP

Greg May led the team of professionals who negotiated, and put into application the
plan for operations, maintenance and management (O&M) of a 0.5-MGD oxidation ditch
type wastewater treatment plant for the Town of Clintwood, Virginia. This project also
includes O&M responsibility for sludge land application operations; processing 71-dry-tons-
per-year of sludge, as well as septic waste receiving
and effluent reuse operations.

Under his leadership the city was able to finance
more than $50,000 in project improvements after
contracting for O&M responsibility of the Town's
wastewater facilities.

To achieve a stronger and more efficient system, the
team also completed a vibration analysis on all

major equipment. As a result, some equipment was
scheduled for repair by the manufacturer while still

covered under warranty.

,Scope.of.
Services

Start Date

Population
Served

~ Operatel Maintain/Manage

o Land Application cf Biosotids—
71 dry tons per year

~ Septage Receiving

~ Effluent Reuse

Additionally, Mr. May instituted a Safefy Firsf
Program, which is practiced in earnest at the Clintwood project. Staff has operated more
than 12 years without a lost-time accident.

Experience gained while with previous employer
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CLIENT: City of Pikeville

LOCATtoN. Pikeville, KY

BUDGET: $4,000,000 I year

PROJECT DESCRlPTlON:

Greg May was instrumental in developing this

Public-Private Partnership, which began in 1987 with a
contract for the operations, maintenance and management
(08 M) of the City's wastewater system, now involves the
operation and management of the public works and utility

systems (water, wastewater, naturai gas, and sanitation),
systems that serve a population of more than 7,000.

Under his leadership the City's contract was been
renewed or extended seven times, He managed personnel
who provided 08 M for the City of Pikeville's utiTity systems,
including water, wastewater, natural gas, and sanitation.

Our first contract with the City was in 1987, and involved

providing complete 0&M services for the City's existing

trickling filter wastewater treatment plant, as well as their
4.8-MGD water treatment facility.

Awards and Rscognitions:

~ Governor's Environmental Award for Best Operated
Water Treatment Facilities.

~ KNREP Outstanding Community Water Management

Award

AWWA Top 5 small plants in state

Wastewater
Facilities

Wafer
Facilities

Scope of
Services

'tart

Data 1987 - Ongoing

Population
Served

7,000

o 2-MGD Extended Aeration
Wastewater Treatment Plant

~ Sludge Disposal —888 dtpy
o 14 Pump Stations
e Collection System (54 miles)

e 8-MGD Surface WTP
~ Raw Water Pump Station (4

MGD)
e 18 Water Towers
I 14 Water Pump Stations
~ Distribution System (74 miles)

~ Operate/Maintain/Manage
~ Full Public Works
~ Customer Service
~ Meter Reading and Meter

Replacement Program (Water)
~ Collection and Distribution

System Rehabilitation
o Septage Receiving
~ Natural gas distribution
~ Sanitation (collecUon and

transfer station)
o Industrial Leachate
e Customer Service
e Parks/Cemetery Maintenance

& Landscaping
o Swimming Pool
e Balifield Scheduling

*Expert'ence gained while with previous ernpioyer
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Industrial Water Reclamation Facility

CLIENT, CDR Pigments

LocATloN: Elizabethtown, KY

BUDGET: $ 3,400,000 / year

PROJECT DESCRIPTIOM:

Facilities

Scope of
Services

0,55-MGD industrial water
reclamation facility

~ Design/Build

~ Financing

e Lease/Ownership

~ Operate/Maintain/Manage

Start Date 2000
Greg May was instrumental in providing
design/build/finance/own/operate/maintain/mana
ge services upgrades to an industrial water
reclamation facility treating industrial wastewater
to process water quality. Memtek microfiltration, reverse osmosis, crystal)ization, salt
dewatering, cooling towers and boilers are critical components in the treatment process.

Additional responsibilities exceeding management included financing, design, and
construction of many system improvements and upgrades.

Experience gained while with previous employer
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("LIEhlT: Southern Water & Sewer District

LocATION: Floyd County, KY

BuDGET: $ 1,300,000 / year

PROJECT DESCRIPTION:

o 2-MGD Surtace Water
Treatment Plant

~ Distribution System (285
mlles)

~ 25 Pump Stations

~ 24 Water Storage Tanks (2.8
MG)

~ 0.1-MGD Extended Aeration
Wastewater Treatment Plant
(startup 3/05)

A public-private partnership was formed in May
2000 to expand the District's water system and find
solutions to water losses. Under this long-term,
20-year, contract, he lead the efforts to the design,
financing and construction of 24 miles of new
distribution system, adding three pumps and three
tanks, to bring 500 additional connections into the
water and sewer district. A second expansion
project followed to bring additional customers onto
the system. A third segment is underway that will

bring the total of additional lines to approximately
900 miles and new connections to some 1,500.

o Operate/Maintain/Manage

~ Design/Build Services

o Project Financing

o Purchase 0.3 MGD

Scope of
services

~ Meter Reading

o Meter Replacement Program

~ Billing/Collection

o Customer ServiceAdditionally, Mr. May has implemented a
management program to help integrate the Beaver-
Elkorn and Mud Creek water districts into the newly
formed Southern Water and Sewer District.

6 Security Vulnerability
Assessment

I Capital Expansion Program

Start Date 2000 - Ongoing through 2020

Under a contract that began in 2000, Greg May assisted the Southern Water and Sewer District of
Floyd County, Kentucky, as they contracted for private management and operations to expand the
District's water system and find solutions to water
losses. Facilities

Most importantly he developed an innovative plan to
reduce the financial impact of the improvements and

expansion on the District and the residents.

Population 18,090
Served

Experience gained while with previous employer



CLlENY: City of Williamson

LocATIoN: Williamson, WV

BUDGET: 0 1,800,000/ year

PROJECT D"SCRIPTION."

Greg managed the effort leading to a successful
negotiated contract providing contract
operations, maintenance and management (O&M)
services for the utility facilities serving Williarrlson as
well as customers in Kentucky. His staff provided
comprehensive management and operations services
to Williamson's utility and public works departments.

He also fostered the development pf customer service
program 24-hours-a-day, 7-days-a-week to ensure that
emergency repairs to the system are made promptly,
year-round, day or night.

Working with the utility clerk and a contract computer
vendor his provided oversight to the installation of a
new system in just three days so that billing could go
out on time. This new system added many features
that the previous system lacked, including a work
order tracking program to monitor customer requests.

Facilities

Scope of
Services

~ 1.5-MGD Envirex Activated
Sludge WWTP

I 13 Lift Stations

~ Collection System (23 miles)

~ 4.2-MGD Surface WTP
'

5 Pump Stations

~ 2 Booster Stations

~ Distribution System (75 miles)
~ Distribution System

Rehabilitation

~ 7 Water Storage Tanks

e OperatelMaintain/Manage

o Meter Reading (water)

o Meter Replacement Program
(water)

a Customer Service (water)

~ Full Public Works

e Fleet Maintenance

~ Solid Waste Collection

o Land Application Program-
90 dry tons per year

Start Date 1999

Population 4,250
Served

Experience gained while with previous employer



Hardinsburg Public Works

CLIENT: City of Hardinsburg

LocATIQN: Hardinsburg, KY

BUDGET: $ 1,300,000 / year

PROJECT DESCRIPTION:

Greg May assisted in the development of
a broad scope contract with the City of
Hardinsburg. This contract
encompasses 08 M of the wastewater
and water systems, inciuding treatment, collection and
distrib'ution systems, water meter reading and
beneficial use of wastewater residuals. We also

l
manage the Public Works Department, Including
streets and sanitation. This includes ORM of a 0.732-
MGD oxidation ditch activated sludge wastewater
treatment facility with processes including clarification,
disinfection, dechlorination, and reaeration. The 1.2-
MGD water plant removes iron and manganese from
raw lake water treated through chemical coagulation,
ClariCone~M clarification, dual-media sand fiitratiort,
disinfection, post-disinfection, and lime softening.

Under this contract his staff also acted as the City'

agent for FEMA coordination following disastrous
weather events, and also provided expert input for
water intake studies to resolve the raw water quality
issues.

Facilities

Scope of
Services

Start Date

Population
Served

I

lN

~ 0.732-MGD Extended
Aeration, Oxidation Ditch

wwrp
~ 5 Pump Stations

~ Collection System (20 miles)

s 1.2-MGD Surface WTP

~ 2 Pump Stations

~ Distribution System (300
mites)

~ 3 Elevated Water Towers

~ 2 Standpipes
~ Clear Well (1.7MG)

~ Operate/Maintain/Manage

~ Pubiic Works Department

e Sanitation

~ Meter Reading

o Meter Replacement Program

e Liquid Land Application of
Class B Biosolids—
7.3 dry tons per year

1995

10,000

Experience gained while with previous employer
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GPEFmTia WS PLAN

The following Operations Plan complies with the directive set out in the District's

RFQ/P, Section Vl, A8, and atl entries will be marked accordingly.

A. StaN'ng Plan

The UMG on-site management team will consist of Mr, Greg May, Chief Operating
Officer and Mr. Will Brown, Project Manager/Superintendent.

Generally, Mr. Niay will engage in methods of operation analyses, and will devise
adaptations and modifications to current methods to better assure achievement of
economies of scale, and conservation of resources. Additionally, Mr. May will be
charged with identifying and securing funding for system component rehabilitation
and up-grade, line extensions and other capital improvements on the District's

system.

Mr. Brown will continue to oversee the treatment plants for water and wastewater,
the distribution and collection systems, all tanks and pumping stations, and new
line construction activities.

To assure continuity of service and smooth transition of staff from public
management to private management, all members of the District's current staff—
administrative, treatment, distribution and collection and construction —will be
retained in their present positions and carry their current job duties and
responsibilities. System maintenance employees will be configured into teams,
initially conforming to the regions currently utilized by the District,

Thirty days after the start-date of system operations and management by UMG,

the District's board of commissioners will be provided a comprehensive
organizational chart illustrating assignments of all personnel.

8. 08SCI'/pe/or/ Qf QBHjf Op&fBflORB/ Rout/Ae

The typical work day will start promptly at 8:00 a.m. and continue until 5:00 p.m.,
with 30 minutes for a lunch break. Routine maintenance work tasks will be carried
out as per assignment and by schedule established by the management team. All

non-routine maintenance activities, including response to customer service calls,
will be tracked electronically via a work order data base and management tool,

coordinated through the District's administrative office.

10 V~RIG
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All customer communication will continue to be logged and all customer accounting
transactions will be handled by the administrative office and tracked through the
work order software program and the District's accounting software. UiViG

personnel will conduct all components of the billing and bookkeeping operation and
make daily deposits to that bank(s) and account(s} as determined by the District.

All emergencies, such as line breaks, pump failure and similar occurrence that
interrupts routine service will result in suspension of routine maintenance work
tasks to allow for appropriate and timely response by personnel. UMG will

respond immediately and make all necessary expenditures and invest whatever
amount of time and personnel necessary to restore service, if and when service is
interrupted, As per contract, the management team will provide timely

communication to members of the District's board of commissioners if and when
an outage occurs and inform same when service is restored.

Generally, UMG will carry out all the day-to-day activities presently performed by
the staff of Mountain Water District. This work will involve the operation and
maintenance of all District facilities including its 2 mgd water treatment plant, 107
water pump stations, 97 water storage tanks, 31 pressure regulator stations, 23
master meter stations, 18 wastewater treatment plants, 25 sewer lift stations,
899 miles of water distribution fine and 29 miles of sewer collection line.

UMG will provide all required personnel, equipment, parts, supplies and other
specialty services needed to implement this project.

C. Enhancements to Operations and INaintenance of District Facilities

As the District's contracted operation and maintenance service provider, UMG

commits to:

improved operational and maintenance efficiency within the water treatment
and distribution system and the wastewater treatment and collection systems to

ensure the delivery of high quality, professional service.

Conduct all customer service activities in a civil, polite and professional

manner, maintaining the District's "good neighbor" relationship with consumers
throughout the service area.

Guarantee compliance with the District's water withdrawal and discharge

permits, and all other State of Kentucky and Federal regulatory requirements.

11
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Foster and maintain positive working relationships with staff of regulatory,
infrastructure planning and funding agencies at all levels.

Maintain the District's facilities so as to ensure their longer-term viability and

proper return on the public's investment.

Actively pursue greater efficiency in all aspects of the District's water and
wastewater systems, especially in their operations and maintenance systems
and methods.

Guarantee the safe operation of all facilities, protecting the employees and

customers of the system.

Foster effective communication and cooperation among all State, County, Area
and Municipal service entities.

Devise workable Operation and Maintenance Plans for the District's water
treatment plant and distribution system and wastewater plants and collection
systems,

O. Additional Services

l4'ater 8 wastewater Plant Laboratorv Testing and Verification.

The water quality is most affected by the operation of the water plant.

Operating the plant involves monitoring, sampiing, testing, analyzing and

reporting on the makeup of the water both before and after treatment to
determine what chemicals to add. The results of this testing are then

passed on to the State and Federal government for review. The
accuracy of to the testing is checked both by the State and the company.
This verification of test results is important because of public heaith.

UMG will implement a quality assurance/quality control program to
handle this verification. This program will include performing tests in-

house and contracting with a local lab. UMG will train the operators in

the most current laboratory techniques to ensure proper testing

procedures.

Process Control Management will be a major part of the Project
IVlanager's responsibilities. Training will be conducted to aflow each

12 @me
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plant operator to timely assess whether Unit processes are in or out of
control without being overly cornrnitted day-to-day involvement.

Monitoring effluent or finished water is not an effective "Control Plan"

because, at this point, serious trouble may already exist and prevention
control steps are limited. This will be the primary goal.

The secondary goal is to provide a process whereby other UMG

management personnel are notified when "exceptions" to normal

conditions occur. Timely notification is essential in keeping management
informed so that resources can be provided to assist in correction of
minor issues before they become major ones,

UMG will use the "Top Down" approach to process management. This
approach, and the data analysis structure that supports it, allows

management to routineiy review and to respond to as necessary the few
leading or critical parameters rather than having to analyze all process
data.

Maintenance

UMG wili carry out all the maintenance activities required by the District.
The effort will include both on-site staff and or special contractors who are
needed say to pull a large raw water pump. The maintenance work will

involve the water plant, wastewater plants, distribution system pipes pumps
and tanks, sewer collection pipes, sewer collection lines, tanks, customer
meters and vehicle fleet. The maintenance work covers four different

situations.

Preventive —includes oil and filter changes and similar actions.
Predictive —scheduled work that prevents outages.
Corrective —involves fixing a problem.

Emergency —repairs such as a water or wastewater line break.

UMG will follow the highest standards for maintenance as prescribed by the
equipment manufactures and accepted engineering practices.

The best method of providing for compliance and monitoring the proper
administration of these standards is the use of Computerized Maintenance
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System. This system is used to document the procedures and completion of
a Preventive Maintenance and Predictive Maintenance tasks. The
Computerized System is a computer software program that will automate
preventive and predictive maintenance scheduling and track distribution

system work orders, maintenance histories and costs. Work orders for aii

areas of the water and wastewater system will be tracked on the
maintenance management system. In addition, through the computerized
system, information obtained from the maintenance surveys and indicators
will be stored, tracked and utilized to identify trends or pending equipment
failures.

Some examples of equipment monitored will include:

Water Plant
Motors
Valves
Telemetry

Distribution Systems
Pumps
Tanks
Valves
Hydrants

Vehicies

The system can also be set up to remind operators about water testing and
hydrant flushing schedules.

llVarrantv Activities

UMG will also conduct preventive maintenance such as oil changes, grease
application, cleaning, changing filter elements and inspections at scheduled
intervals as recommended by the manufacturer. To maintain the. area
equipment in the optimum condition, UMG will follow appropriate
manufacturer-recommended service intervals, which are usually based on

operating hours.

14
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Comouter-Aided 08,M Management Svstem

Almost every aspect of day-to-day management at the District will be
assisted with computer technology, Many of these are not currently being
used, but should help reduce the workload and improve customer service.
Among the computer programs and systems that UMG will implement as a
part of this contract are those for:

~ Water Plant Operations
~ Maintenance
~ Distribution System Monitoring
~ inventory Control
~ Meter Reading
~ Billing

Annually a report will be compiled recapping the activities of the previous

year, and laying out the planned activities for the upcoming year. These
activities will include any major maintenance, or capital expenditures
anticipated.

Safetv

Safety will be our NUMBER ONE concern, and we will practice it daily. UMG
will implement one of the best safety programs in the industry. UMG will

develop site specific programs and procedures such a Lockout for electrical
motors etc., Confined Space Entry and Traffic Control etc.. The training is
provided monthly or more often depending on the work scheduled to be
completed. A new or difficult task might be reviewed by the safety
coordinator and training provided to the employees before performing the
work. The safety coordinator is also responsible for making sure proper
safety equipment is provided to the employees. This equipment involves

safety shoes, hard hats and glasses, as well as making sure signs are
available for traffic control, warning lights are on all vehicles, a trench box is
provided for any deep or unstable trenches and confined space gas
monitoring and recovery gear is available,

15
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UMG is aware that the proposed contract for operation and maintenance of District

facilities will involve a significant amount of change for current employees of the
District and a iesser, though significant change for the District's customers.
Acknowledging that change can prompt anxiety, UMG is committed to taking all

reasonable steps to assure that the transition from public to private management of
the District's facilities will go smoothly and as painlessly as possible. Proper and

timely communication with District employees and District customers will resolve
nearly all concern regarding the transition. UMG will coordinate closely with the
District's board of commissioners regarding any and all employee notification and any
public notice(s) or other method of communicating the change in operation and
maintenance responsibilities.

To better assure that the transition will occur with ease, UMG proposes the following:

1. The District's board of commissioners and UMG will conduct an
informational meeting for all employees, their spouses and other interested
family members prior to contract signing. All aspects of the contract
affecting employees will be explained in full and Commissioners and
members of the management team will address any and all questions.

2. There will be no change in the hours of operation of the District office.

3. All phone numbers will remain the same, and phone salutations identifying
"Mountain Water District" will continue, unchanged.

4. All vehicle and equipment logos designating ownership by the District will

remain unchanged.

5. The format of all customer billings and other office-generated customer
notices will carry the District's logo and the signature of the chairperson of
the board of commissioners, as appropriate.

16





Former Governor Paul E Patton
151 North Mayo Trail
Pikeville, KY 41501
606-432-2214

Frank Welch, Superintendent
Pike County Board of Education
PO Box 3097
Pikeville, KY 41502
606-433-9700

John Cecil
Regional Manager
KVAT Food Stores
PO Box 1158
Abingdon, VA 24212
276-628-8173

Walter E May, CEO
Pikeville Medical Center
911 By Pass Road
Pikeville, KY 41501
606-432-2646

William E. Deskins
Pike County Judge Executive
146 Main Street
Pikeville, KY 41501
606-432-6247

Ron M Johnson, PE, LS
3376 Rt 550E
Hindman, KY 41822
606-785-5926

Dani Hall, Chief Engineer
Kentucky Department of Transportation,
District 12
109 Lorraine Street
Pikeville, Ky 41501
606-433-7791

Roger Recktenwald
804 Honeysuckle Lane
Lawrenceburg, KY 40342
502-859-9666

Senator Ray S Jones, Il

31"District
PO Box 3850
Pikeville, KY 41502
502-564-8100 Frankfort
606-432-5777 Pikeville

Honorable Steven D. Combs
35 Judicial Circuit, Division 2
Hall of Justice
172 Division Street
Pikeville, KY 41501
606-433-7554



SOUTHERN WATER 6SPMER DISTRlCT
P.O. Box 810/ 246 Ky Route 680

McomveH, KY 4%647
606.371.9296 Fax 606.3779286

April 20, 2005

TO WHOM IT MAY CONCERN:

Re: Recommendation for Mr, Greg May

Please accept this correspondence as a positive reference for and endorsement of
Mr. Greg May who now serves as the Chief Operating OKcer of Utility Management
Group, LLC. Mr. May previously served as Area Manager for Veolia Water'Notth
Araerica (formerly U.S, Filter), a utility services contractor, During his tenure with
Veolia Water, he coordinated SouthernWater k Sewer's transition to private contract
management, As Chairman of Southern Water k Sewer District, I worked closely with
Greg and came to appreciate snd respect both his work ethic and genuine interest in the
success of our utility services and expansion programs.

Without any hesitation, I recommend Mr May to you and would expect that you
will 6nd him to be as energetic and solicitous about your system as he has been with
ours. Please don't hesitate to call me at home (606.285.3754)should you wish to discuss
this further.

Sincerely,

Southern Water 4 Sewer District



SAM KAPOURALES
215 I OGAN STIR'ET, SUITE 10

%HLIAMSON, WV 25661
PHONE: 304-235-5398
M: 304438-1258

April 22, 2005

To Whom It May Concern'.

Be advised that Mr. Greg May, City of%iiliamson, has my emGdence and
Support m his new venture in Utilities Management Group, LLC,
Thmu+Oout his time working with our water and sewer systems, he was
constantly 6nding ways for us to reduce costs and operate more efGciently.
His employees worked hard and with little exception expressed appreciation
for his Qrm but tempered guidance.

I rey'et that he is no longer working with us and assure you that you and
your customers will be proud to have him on board.

Sincerely,

Sam Kapourale

SK/nv



HARD XNSBURQ C X TY HALL

Apnl 22, 2005

To Whom It May Concern:

This letter is provided for a positive reference for Mr. Greg May wko is now Chief Operating
Officer for Utility M'anagement Group, LLC Mr. May vm previously Area Manager for Veolia
Water North America uulity management group, While serving at in that capacity ke worked closely
with the city Council, and myself to improve and maintain our cities utilities and public works. I
appreciate his concern, knowledge and work ethic while work=kg with us.

I zecotntnend Mr. May to anyone with the d sire to have expert tnanagetnent fot their utilities, You
may call me at any time. N 270-156-2213

SINCERELY,

%ayne Macy, Mayor

220 SO1JTH>OQN5TREET 2 0.BOX149 RARD'MBURG„KZNIUCXY 40143-OI49
PFIONE: 27G/756-2213 FAX: 270/756-2029



Frank Justice, II
AIayor

April 22, 2005

CITY OF PIKEVILLE
116 College Street

Pilteville, Kentucky 41501
(6063 437-5100

Fax Number (606) 437-5106

Donovan Blackburn
Cfg Manager

To: Whom it May Concern

Fr; Donovan B1ackburn

City Manager —Pikeville, KY

Ref: Greg May Recommendation

I would like to give my complete endorsement and appreciation of Greg May who now
serves as the Chief Operating Officer for Utility Management Group, I CC. Mr. May
previously served the City of Pikeville as the Area Manger with Ueolia Water. His
previous position served the cities water, sewer, trash, gas, streets and parks systems, His
leadership and management abilities not only offered the city exceptional services, but
allowed the city to expand and grow as it was needed. Mr, May's commitment to his job
and more important his client was like no other I have experienced, Any issue was
handled at a moments notice with great concern to ensure total satisfaction. As City
Manager I have enjoyed a great professional and what has become a personal
relationship. He has earned the respect of the city, commission and community.

I would strongly state that any organization that uses Mr, May's professional services
will greatly be rewarded with accomplishment. Mr. May has all the qualities, experience
and desire to make whatever he manages work. Ifyou have any questions or would like
to discuss this matter further, please don't hesitate to give me a call,

Sincerely,

Donovan Blackburn

City Manager —Pikeville, KY
Phone (606) 437-5100

L.

EDUCATION
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PRICE PRGPGSAL

For First Full Year of Operations

JULY, 2005 TO JUNE. 2006

1, Personnel Services

2. Utilities

3. Chemicals

4. Equipment

5. Materials/Supplies

6. Outside Services

7. Maintenance and Repair

8. Capital Costs

9. Profit

10.TOTAL

$2.681,000

$1.560.232

$ 106,400

$ 469,973

$ 386.619

$ 393,950

$ 456.140

$ 415,140

$ 350,243

$6,820,000

iVotes Reaardina Bid Prices

1. Personnel Services
All wages, salaries and fringe benefits including Workers
Compensation, Life, Health, Dental and LTD insurance, uniforms,
safety shoes, 401K retirement.

2. Utilities

Cost of electricity, purchased water, and wastewater treatment
services, solid waste service and sludge disposal costs.

3. Chemicals
Chemicals for water and waste water treatment, odor control, etc.
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4. Equipment
Vehicle and equipment costs, fuel and insurance. Does not include
repair and maintenance (listed under maintenance and repair)

5. Materials ISupplies
Laboratory, oNce supplies, postage, dues and subscriptions,
telephone, pager, professional and certification fees, other fees,

6. Outside Services
General liability insurance, Other insurance, Consultants, Drug
testing, Legal, Training, CCR mailing,etc.

7. Maintenance and Repair
Parts and supplies for field maintenance, water treatment plant,
booster pumping stations, water tanks, electrical, telemetry,
wastewater plant, lift stations, vehicles and equipment. ($356,140
for field maintenance, $100,000 for vehicles and equipment
maintenance).

B. Capital Costs
Startup costs, pay off ali short term debt, buy out all accrued time
for each employee exceeding 100 hours, each employee may carry
over up to 100 hours of accrued time to UMG. Reimburse non
vested employees for all accrued assets in CERS. Pay off AIP, 3
new utility vehicles, 2 new supervisor vehicles, 1 air compressor
and additional safety equipment, startup of full time sewer
construction crew (5 employees). Replace 3 backhoes with

backhoes or excavators as determined for construction crew(s).

Note; UMG recommends consolidation of AIP and asidentified on
attached Figure 2 as a convenience to district. Such actionis solely
at District discretion.

9. Profit
Calculated at 5.14% total 0 M 8 M budget.

Current construction crews will be funded fully out of construction doilars, (not
included in 08M budget). Expect to add another construction crew (5 people) for
construction out of coal severance sewer funds,

Resident inspectors employment will remain with District.



Figure 2

Utilit3/ ii/lanagernent Group
Mountain Nfater District

Schedule of Long 7 erm Debt

Descriotion
Mountain Water A/P

Original

I+sue
Amount

Projected
Beginning
Balance

Projected
Prindpal

Pavments

Projected
Ending
Balance

BBBTMortgage

BB8T 36m Cap Lease Skid Steer

BH&T Inst Ln-Boring Machine

Case Credit 60M 5.5% BH ¹12

Chrysler Financial 36IVI Veh ¹89

Chrysler Rnandal Lease-Veh ¹74

Chrysler Financial Lease-Veh ¹75

Chrysler Financial Lease-Veh ¹76

Chrysler Fin 60M Lease Veh ¹S3

Chrysler Fin 60M Lease Veh ¹84

Chrysler Fin 60M Lease Veh ¹86

Chrysler Fin 60M Lease Veh ¹87

Losn¹6 Comm Trust 01 S1048m

Loan¹7 Comm Trust 01 Dump 60m

CTB Inst Ln 36m Vibratory Plow

CTB Ln 36m Truck-Mounted Hoist

CTB Loan 36m S10 Pickup Veh 82

CTB Consolidation Ln 60m 4,25%

Comm Trust 36m Inst-Veh ¹90

Comm Trust-60m-Veh¹92

Comm Trust 60m-Veh 93

Comm Trust Ln-Veh ¹94

Lease 01 Escape ¹5066511 48mon

GMAC 60m Lease 2002 Chevy ¹85

GMAC 36m Lease 2002 S-10 ¹88

GMAC 60M 0% Veh 91

New Holland Lease-Backhoe¹1 1

New Holland Lease-Skki Steer

63,115,00

18,285.00

19,700.00

44,842.00

16,400.00

27,950.00

27,950.00

27,950,00

18,5D0.00

18,500.00

23,800,00

23,600.00

12,013.00

50,528.00

29,800,00

8,015.00

12,391,00

330,020.00

15,084,00

16,172.00

19,474.00

24,777,00

19,234.00

28,300,00

13,115.00

22,300.00

51,450.00

17,940.00

43,163.00

4,637.00

8,518.00

20,000.00

4,874.00

5,237.00

5,237.00

5,237.00

9,931.00

9,932,00

13,428.00

13,428.00

2,468,00

19,594.00

3,658.00

967,00

2,629.00

222,523.00

8,227.00

14,025,00

18,054.00

23,690.00

1,789.00

18,D39.00

3,119.00

15,982,00

1,295.00

686,00

5,847.00

5,146.00

5,259.00

7,874.00

4,515.00

5,146.00

5,146.00

5,146.00

3,212.00

3,213.00

4,084,00

4,084.00

2,468.00

9,028.00

3,658.00

967.00

2,829.00

55,138.00

4,052.00

2,787,00

3,373.00

4,269,00

1,789.00

4,854.00

3,119.00

3,345.00

1,295.00

686,00

37,316.00

3,259.00

12,326.00

358.00

9'I.DD

91.00

91,00

6,719.00

6,719.00

9,344.00

9,344.00

10,566,00

167,385,00

4,174.00

11,238.00

14,6SD,DD

19,421.00

11,185.00

12,637.00

Total Long Term Debt 1,001,D05,00 498,367.00 161,929.00 336,944.00
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The following items of evidentiary documentation is provided in Appendix A and
cornplies with the directive set out in the District's RFQ/P, Section II,

A. Certificate of Incorporation

B. Certificate of insurance
General Liability

Commercial Automobile

Workman Comp Insurance
Umbrella Liability

Group Medical Coverage
Group Life, Disability, Dental and 401(k)

C. Bond Capacity

D. PSC or similar report

Draft Service contract is attached in Appendix B
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Commonwealth of'entucky
Trey Grayson

Secretary of State

Certificate of Existence

l, Trey Grayson, Secretary of State of the Commonwealth of Kentucky, do
hereby certify that according to the records in the Office of the Secretary of State,

UTILITY MANAGEMENT GROUP, LLC

is a limited liability company duly organized and existing under KRS Chapter 275,
whose date of organization is August I 0, 2004.

I further certify that all fees and penalties owed to the Secretary of State
have been paid; that articles of dissolution have not been filed; and that the
most recent annual report required by KRS 275.190has been delivered to the
Secretary of State.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my
Official Seal at Frankfort, Kentucky, this 23rd day of April, 2005.

Certificate Number. 13554
tunsdiction; Utility Management Group
Visit htto://www.sos,kv.aovfobdb/certvaldate.as'o validate the authenticity of this certificate.

Trey Grayson
V

Secretary ofState
Commonwealth of Kentucky
1 3554/0592196
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AFR-20-2006 i4:34 FROM-Acordie of KY - Lex

eekhlN

48592735890 i-31T P.OOi/00i F"263
220 l.ex'agua orcus Cirala

Sake 4l 0
Lazmgtaa, KY 40503-3330

Volaa; 35P,273.6600
FaL 859273.$93

wwwaaardls.aom

April 19, 2005

'e:

Utility Management Group, LLC - Commercial Insurance Programs

To Whom lt May Concern

Acordia ofKentucky, inc has presented a Proposal to Utility Mana etnent Group, LLC for
various comnmrcial insiirtlnce coverages. This letter will con6rtn that we are prepared to bind

arid put irrto eB'ect these coverages as outlined ig our Proposal:

e Commercial General Liability: $1,000,000 Each Occurrence Limit. / $2.000,000
General Aggregate Lunit.
Cotnxpercial Autotnobile; $1,000,000 Each Accident Coinbined Single Limit, plus
other ancillary policy coverages related to ownership and use ofvehicles.

~ Vforkers Compensation k Employers Liability: Kentucky Statutory Limits for
Workers Compensation; $100,000 / $500,000 / $ 100,000 for Etnployers Liability.

~ Umbrella Liability. 51,000,000 Bach Occurrence Limit / $1,000,000 Aggregate Limit
excess/follow-form over CGL and AutotnobiJe LiabiHty.

Subject to receipt of6nal uriderwriting information, we are prepared to effect:

~ Group Major Medical coverage.
Grotxp Life, Dental, Long-Term Disability, Voluntary Short-Term DisabiHty, and

401 (k) Plaxis.

Our binding of coverage will take effect at the tune of comtnencement of operations by Utility

Manas,ement Group, LLC. The carriers utilized meet the financial security requiretnents of the

Carrier Security Committee ofAcordia, Inc.

Please feel See to contact our ofhce if'additional inforttiation is needed on this matter

Chip Harkins, CPCU, ClC
Vice Presideht

A Wells Fargo Company
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APR"21-2005 OT:28 FR01Hcerdla of KY
- Lex

AWE 8IIa5 I >

+8502T35888 T-32I P 001/001 F-283

520 Lcglogran Greco C'xrelc

auixc410
~wioe<oo, KY 40503-3350

Voice-. 855.315.0000
Fox: 059273.5995

~.uuoIdia.ao:n

April 21, 2005

Greg May
oeglent Group

4S46 Raccoon Road
Raccoon, ICY 4l 557

Re. Bonding

Dear Greg:

Per ottr discu55ion, pending receipt and appmval of all the required financial information, I can
prov de a Perfortnance and Payment Bond in the amtxutLt of $o,000,000.

Please advise ii we need to d!scuss further.

FO/jl.

A well5 Fargo compeer
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Vomr Utility Experts

Experience 1993-Present Marr, Miller 8 Myers, PSC
Certified Public Accountants

Corbin, KY

Shareholder/President/Mamaging Director

Management advisory services
~ Business and Financial P lanning

Acquisition and valuation strategies
~ Income tax matters
~ Representation before taxing authorities

1981-1993 Cloyd, Marr, Miller & Myers, PSC Corbin, KY
Certified Public Accountants London, KY

ShareholderNice President
~ Planning, supervising, completing and reviewing audit engagements and special

pl OJects

Management advisory services
~ Business and financial planning
~ Acquisition and valuation strategies
~ Income tax matters

Representation before taxing authorities

1976-1981 Monroe Shine & Company, CPAs Louisville, KY;
New Albany, IN; Bedford, IN

Supervisor
~ Planning, supervising and completing audit engagements and special projects.

Director of training for the firm.

~ Direct responsibility in consulting with clients relative to income taxation,
accounting matters and other management areas.

1974-1975 Iwin S. Junghaene, Public Accountant Jeffersonville, IN

Part-time Bookkeeper

Kept books for the firm

~ Prepared tax returns

1970-19/3 U.S. Marine Corps

~ Computer programmer {COBOL)

Rank of sergeant (E-5)



Greg May
4~IIMlH~~
%V~hK%YAGHIKÃr'GR~

Your Utility Experts

Profile Mr. May is the new Chief Operating Officer for Utility Management
Group, LLC. He will provide oversight and management of operations,
maintenance and management of (0&M) projects and client services in
the region, Mr, IVlay has more than 20 years of experience in public
works and has managed O&M projects for water distribution, natural gas
distribution and other utility systems.

1999-April 2005 Veolia Water North America Kentucky,
West Virginia and Virginia

Area Vice President

Managed 3 Total Public Works Contracts
~ Water plants
~ Wastewater plants
~ Collection and distribution systems
~ One industrial wastewater plant
~ Several other wastewater plants

~ Contract renewals
~ New business development

Management projects for 13 different areas
~ Lead role in due diligence analysis of 81 billion dollar contract for 0&iVI

for Norfolk, VA Naval Yard's water and wastewater utilities

~ Helped coordinated distribution system expansion for Southern Water &
Sewer District in Floyd County, KY

Pikeville,'YVeolia Water1996-1999
Project Manager
~ Managed O*M contract for City of Pikeville

~ 6 MGD water treatment plant
~ 2 MGD wastewater treatment plant

~ Managed the operation and maintenance for the City's public works,
water distribution and natural gas distribution

PSG1996-1999

Project Manager
~ Manager of operations contract

~ 0.5 MGD oxidation ditch wastewater treatment plant.

Clintwood VA
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Pikeville, KY1993-1996 Pike County Fiscal Court

Executive Assistant to Judge/Executive
~ Development and execution of orders and policies of the Fiscal Court

and Judge/Executive

Supervised administrative assistants whose duties included operation
county solid waste pickup, 650 miles of road maintenance, equipment
repair shop, self-contained landfill, parks crew and building and grounds
crew.

1993-1996 Pike County Fiscal Court Pikeville, KY

Floodplain Administrator for AS million Flood Control Project
~ Floodplain Administrator
~ CRS Coordinator
~ Liaison to the Army Corps of Engineers

Assistant DES Director

1988-1993 American Electric Power Kentucky

Lineman - electrical transmission and distribution facilities
~ Installation
~ Rearrangement
~ Maintenance
~ Operation
~ Removal
~ Inspection

1987-1988 McCoy Elkhorn Coal Company Kirnper, KY

Mine Foreman
~ Supervised production crew on continuous miner section
~ Supervisor over conveyor belt maintenance crew

Education Liberal Arts Coursework - Prestonsburg Community College

State Hazard Mitigation Planning, Federal Emergency Management Agency

Mitigating Business Disaster Effects, Federal emergency Management
Agency

Liability issues, Federal Emergency Management Agency

Managing Floodplain Development, Federal Emergency Management
Agency

Community Rating System, Federal Emergency Management Agency
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Certifications Mine Foreman Certification, Kentucky

Mine inspector Certification, Kentucky

Mine Electrician (surface and underground), Kentucky and U, S,

Prafessional
A%liations

Kentucky Gas Association

Kentucky Rural Water Association

Eiig Sandy Transportation Committee

Kentucky Industrial Development Council

Pike County Chamber of Commerce
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Prolile Mr. Brown has more then 19 years of management and supervisory
experience in water distribution operations. His experience includes
booster pump station installation and maintenance, storage tank
maintenance, water main construction, corrosion control, meter reading,
biliing, budgeting, water treatment, water treatment operations and
maintenance, design and construction of both water treatment and
wastewater treatment system projects using recently developed
technological advances in the treatment scheme,

Mountain Water District Pikeville, KY1996-Present
Superintendent

Responsible for daily operation, maintenance and management of the
2"" largest rural water system in Kentucky

~ Develops and implements operating and maintenance budgets
~ Directs construction of "iri house" projects through the 2 full time

construction crews
~ Operating budget expanded from $2.9 million to $7.3 million

Capital construction budget increased from $3 million to more than $8
million annually

~ Water customers increased from 8,500 in 1995 to 14,000 in 2005
~ Sewer customers increased from 110to 1400

Employees increased from 52 to 73
~ Water loss reduced from 35-43% to 12-14%
~ Developed and implemented preventive maintenance program
~ Developed training program for operators
~ Purchased for district 2 state of the art correiator leak detection

machines, first in the state
~ improved billing which improved cash flow

~ Consolidated 2 log term construction bonds saving $1.1 million

Professional Services Group, inc. Roanoke, AL1993-1994
Project Manager
~ Responsible for overall operations maintenance and management of the

1.3MGD primary wastewater treatment plant, 2 MGD water treatment

plant, pump stations, collection and distribution systems, meter reading,
customer service, billing and gas distribution.

~ Responsible for Public Works Department (120 miles of paved streets)
and sanitation department including operations of a sanitary and inert

landfill, construction and operation of a transfer station for the City of
Roanoke and Randolph County.

Responsible for development of annual operations and maintenance
budget for the utilities and public works.
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Manger of 35 employees.

1989-1993 Professional Services Group, Inc. Pikeville, KY

UtiTities Manager
~ Responsible for direct supervision and management of the water

distribution and natural gas systems.

Supervisor of all field maintenance for water mains, new services, meter
testing and meter replacement.

~ Responsible for maintenance of water storage tanks, installation and
maintenance of booster pumping station and maintenance for the
pumping station telemetry.

~ Directly supervised the gas distribution system including metering
stations, regulatory stations, gas mains and services and meter testing
and replacements

~ Duties also included gas and water meter reading and interfacing of
reading with the utilities billing department

Directly responsible for developing annual budgets, 0 & M, billing,
safety, drug testing, personnel policy, etc,

~ Manager of 48 employees,

1984-1989 Water Resource Corporation Prestonsburg, KY

Superintendent of Water Distribution System 0 8 IN

~ Responsible for overseeing complete renovation of a water distribution
system including replacement of mains, meters, valves, pumping station
and tank repair,

~ Responsible for developing the water distribution system 0 & M budget.

Served as technical advisor to rural and municipal water systems
interfaced through the Big Sandy Area Development District.

Education Certified, Professional Utilitv Manaoer, Western Kentucky University
~ Attended Pikeville College
~ Graduate, Air Force School of Electronics
~ Graduate, Capital Engineering Institute,

~ Major, Electronic Engineering Technology

University of California, Sacramento
~ 6 ceu —Water Treatment
~ 6 ceu - Water Distribution

~ 6 ceu —Wastewater Treatment
~ 3 ceu —Advanced Wastewater Treatment

Professional
Aflliations

American Water Works Association

National Rural Water Association

Kentucky rural Water Association

East Kentucky Water and Wastewater Association
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Coirlputer Uteracy

American Public Gas Association

Kentucky gas Association

Kentucky Backflow Prevention Association

American Public Works Association

National Association of County Engineers

International Association of Electrical Inspectors

Member, Water Environment Federation

Affiliate Member American Society of Civil Engineers

Former Class IIIA Water Plant Operator

Former Class ill Water Distribution Operator

Former Class III Wastewater Treatment Operator

Lotus for Windows
Microsoft Excel
Word Perfect for Windows
Microsoft Word
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Mountain Water District
Operations, Maintenance 8 Management

Public Service Cotrtrnisaion Report

While principals have been involved in both regulated and non-regulated utilities

in Kentucky as well in other states.

However, due to this being a newly formed company, this is the first contractual
relationship between UMG and a utility in Kentucky



Agreement For Operations,
Maintenance and Management Services

THIS AGREEMENT is entered into this 12th day of January, 2005, by and between

Mountain Water District, with its principal address at P,O. Box 3157,
Pikeville, Kentucky 41502 (hereinafter "DISTRICT")

AND

UTILITIES MANAGEMENT GROUP LLC. (UMG) with iis principal
address at 500 Summit Drive, P.O. Box 663, Corbin, KY(hereinafter
"UMG").

WHEREAS, DISTRICT owns and provides for the operation of water, wastewater
and related treatment, collection and distribution facilities; and,

WHEREAS, DISTRICT desires to employ the services of UMG in the
management, operation, maintenance and management of these facilities and UMG
desires to perform such services for the compensation provided for herein.

NOW, THEREFORE, in consideration of the mutual covenants and agreements
hereinafter set forth, DISTRiCT and UMG agree as follows:

GENERAL

1.1 Definitions of words and phrases used in this Agreement
and the attachments are contained in Appendix A.

1.2 All land, buildings, facilittes, easements, licenses, rights-of-way,
equipment and vehicles presently or hereinafter acquired or owned by
DISTRICT shall remain the exclusive property of DISTRICT unless
specifically provided for otherwise in this Agreement.

1.3 This Agreement shall be governed by and interpreted in accordance
with the laws of the State of Kentucky.

1.4 This Agreement shall be binding upon the successors and assigns of
each of the parties, but neither party shall assign this Agreement
without the prior written consent of the other party. Consent shall not
be unreasonably withheld.
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All notices shall be in writing and transmitted to the party's addr
stated above. All notices shall be deemed effectively given whe
delivered, if delivere'd 'personally or by courier mail service, i.e.
Federal Express or Airborne Express, delivered after such notice has
been deposited in the'United States mail postage prepaid, if mailed
certified or registered U.S. mall, return receipt required; or received
by the party for which notice is intended if given in any other manner.

This Agreement, including appendices, ts the entire Agreement
between the parties. This Agreement may be modified only by written
agreement signed by both parties. Wherever used, the terms "UMG"

and "DISTRICT" shall include the respective officers, agents,
directors, elected or appointed officials and employees and, where
appropriate, subcontractors or anyone acting on their behalf.

If any term, provision, covenant or condition of this Agreement is held

by a court of competent jurisdiction to be invalid, void or
unenforceabie, the remainder of the provisions shall remain in full

force and effect and shall in no way be affected, impaired or
invalidated.

It is understood that the relationship of UMG to DISTRICT is that of
independent contractor. The services provided under this Agreement
are of a professional nature and shall be performed in accordance
with good and accepted industry practices for contract operators
similarly situated; However, such services shall not be considered
engineering services and nothing herein is intended to imply that
UMG is to supply professional engineering services to DISTRICT
unless specifically stated in this Agreement to the contrary.

if any litigation is necessary to enforce the terms of this Agreement,
the prevailing party shall be entitled to reasonable attorney's fees
which are directly attributed to such litigation in addition to any other
relief to which it may be entitled.

Nothing in this Agreement shall be construed to create in any third

party or in favor of any third party any right(s), license(s), power(s) or
privilege(s).

Prior to the commencement of work under this Agreement, each party
shall designate in writing an employee or other representative of the
designating party who shall have full authority to approve changes in

the Scope of Work and compensation therefore, execute written

Change Orders reflecting such changes, render decisions promptly,
and furnish information expeditiously to the other party when
necessary.
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2.1 UMG's SERViCES - GENERAL ~l

2.1 UMG will offer employment to all personnel of DISTRICT
assigned full-time to the Proje'ct as of the e'ffective date of this
Agreement if they take and successfully pass a drug screen test to be
administered by UMG. UMG will provide said employees with a wage
and benefits package comparable to the wage and benefits package
provided by DISTRICT. Specific personnel issues are addressed in

Appendix G. UMG will continue to provide employment to all

personnel who accept employment with UMG so long as their
positions are necessary to UMG's performance under this Agreement
and they continue to perform their duties in a satisfactory manner.

2.2 Within a reasonable time after startup, UMG will staff the Project
with employees who have met appropriate licensing and
certification requirements of the State of Kentucky.

2,3 UMG shall provide ongoing training and education for
appropriate personnel in all necessary areas of modern water
and/or wastewater process control, operations, maintenance,
safety, and supervisory skills.

2.4 UMG shall develop and/or supply and utilize computerized programs
for maintenance, process monitoring and financial control.

2.5 Within forty-five (45) days after UIIIIG begins service under this
Agreement, UMG will provide a physical inventory of DISTRICT'S
vehicles and equipment in use at the Project and a general statement
as to the condition of each vehicle or piece of equipment.

2.6 UMG will provide DISTRICT with a physical inventory of
chemicals and other consumables on hand when UMG begins
services under this Agreement. UMG will provide DISTRICT with the
same quantity of chemicals or equivalent upon termination of this
Agreement.

2.7 UMG shall be responsible for maintaining ail
manufacturers'arranties

on new equipment purchased by DISTRICT and assist
DISTRICT in enforcing existing equipment warranties and
guarantees.

2.8 UMG shall provide the DISTRICT with documentation that preventive
maintenance is being performed on DISTRICT'S owned equipment in

accordance with manufacturer's recommendations at intervals and in

sufficient detail as may be feasibility determined by the DISTRICT.
Such a maintenance program shall include documentation of
corrective and preventive maintenance.
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2.9 UMG shall operate, maintain and/or monitor the Project on a 2'~<.
'ourper day, seven-day per week schedule. 4/i+

2.10 Visits may be made at a reasonable time by DISTRICT'S employees
so deslgriated by DISTRICT'S representative. Keys for the Project
shall be provided to DISTRICT by UMG for such visits. All visitors to
the Project shall comply with UMG's operating and safety procedures.

2.11 UMG shall provide a 24 hour/day customer service phone
number.

2. I2 UMG will implement and maintain an employee safety
program in compliance with applicable laws, rules and regulations
and make recommendations to D)STRICT regarding the need, if any,
for DISTRICT to rehabilitate, expand or modify the Project to comply
with governmental safety reguiations applicable to UMG's operations
hereunder and with federal regulations promulgated pursuant to the
Americans I/ith Disability Act ("ADA").

2.13

2.14

UMG may modify the process and/or facilities to achieve the
objectives of this Agreement; provided, however, no modification shalt
be without DISTRICT'S prior written approval If the complete
modification Cost shaii be in excess of Twenty Thousand Dollars

($20,000.00}.

In any emergency affecting the safety of persons or property,
UMG may act without written amendment or change order, at UMG's

discretion, to prevent threatened damage, injury or loss.UMG shall be
compensated by DISTRICT for any such emergency work
notwithstanding the lack of a written arnendrnent. Such compensation
shall include UMG's Costs for the emergency.

2.15 As required by law, permit or court order, UMG will prepare plant
performance reports and submit them to DISTRICT for signature
and transmittal to appropriate authorities.

2.16 UMG will provide laboratory testing and sampling presentiy required
by plant performance portions of the NPDES permit, the Clean Water
Act, the Safe Drinking Water Act, and/or any federal, state or local
rules and regulations, statutes or ordinances, permit or license
requirements or judicial and regulatory orders and decrees.

2.17 UMG will provide for the collection and hauling of solid

waste, screenings, grit, siudge and scum ("Waste" ) to DISTRICT'S
existing or approved disposal sites. It shall be the sole right and
responsibility of DISTRICT to designate, approve or select disposal
sites to be used by UMG for DISTRICT'S Waste. All Waste and/or
byproduct treated and/or generated during UMG's performance of
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services is and shall remain the sole and exclusive property of ''="~~~

DISTRICT.
&pl:'yP

2.18 UMG shall provide all the administrative and financial
functions as currently provided by the DISTRICT'S staff.:

2.19 UMG shall consult with the DISTRICT of Commissioners prior to any
replacement of the Project Manager, Operations Manager and
Controller.

2.20 UMG shall submit to the DISTRICT monthly, all reports of project
activities in accordance with the DISTRICT's policies and formats.

2.21 UMG shall provide for monthly meter reading and billing. Customer
Services offices shall be maintained at locations approved by the
DISTRICT.

2.22 UMG shall provide best effort in controlling unaccounted for water
loss. A monthly report of system accounted for/unaccounted for water
loss shall be submitted to the DISTRICT.

2.24 UMG shall provide such Capital Expenditure as authorized by the
DISTRICT and will invoice the DISTRICT monthly or upon completion.

2.25 UMG will provide additional funding to DISTRICT upon
negotiating mutually acceptable terms and conditions of such funding.

2.26 UMG will seek sources of government grants and loans for
consideration by the DISTRICT. The DISTRICT must approve in

advance all application for such funding.

2.27 To protect the District and allow for continuity of service UMG will post
a letter of credit or other surety in the amount of $2,000,000 to ensure
faithful performance of its contract obligations.

UMG's SCOPE OF SERVICES - WASTEWATER

This Article shall appiy to UMG's 0M&M services for the DISTRICT'S
wastewater systems.

Within the design capacity and capabilities of the Waste Treatment,
Plant(s) described in Appendix B, UMG will manage, operate and

maintain the Plant(s) so that effluent discharged from the Plant's
outfalls meets the requirements specified in Appendix C-I.
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3,3 UMG will perform all Maintenance and Repairs for the Project, and
submit a monthly accounting to DISTRICT, along with a detailed
invoice for any'DISTRICT approved repair or replacement that
exceeds Twenty Thous'and Dollars ($20,000.00) defined as capit'al.

UMG will pay all Costs Incurred in normal water and
wastewater utility operations.

4. UMG's SCOPE OF SERVICES - WATER

4,1

4.2

4.3

4.4

4,5

This Article shall apply to UMG's OMKM services for the DISTRICT'S
drinking water treatment system.

Within the design capacity and capabilities of the Water Treatment
Plant(s) described in Appendix B, UMG will manage, operate and
maintain the Plant(s) so that water produced from the Plant(s) meets
the requirements specified in Appendix C-2.

UMG shall operate the water treatment plant(s), pump station(s),
and provide for all laboratory testing requirements.

UMG will perform all Maintenance and Repairs for the Project, and
submit a monthly accounting to DISTRICT.

UMG will pay all Costs incurred in normal Water operations.

UMG's SCOPE OF SERVICES - WASTEWATER COLLECTION SYSTEM
AND WATER DISTRIBUTION SYSTEM

5.1

5.2

This Article shall apply to UMG's services for the DISTRICT'S
wastewater collection system and potable water distribution system

The scope of UMG's services for the maintenance and repair of the
collection system and the distribution system are set forth in

Appendices C-3 and C-4, respectively.

UMG shall provide for all daily operation and maintenance functions
such as line repairs, customer connections, line and tank
maintenance, meter replacement, leak detection, line flushing, valve
exercise, system inspection, line locations, and emergency call-outs,
etc.

DISTRICT'S DUTIES

6.1 The DISTRICT shall fund all necessary Capital Expenditures. Priority

shall be given to safety and the ADA reiated expenses described in

Section 2.12.Any loss, damage, or injury resulting from DISTRICT'S
failure to provide capital when reasonably required by UMG shall be
the sole responsibility of DISTRICT.
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6.2

6.3

The DISTRICT shall keep in force all Project warranties, guarantees,
easements and licenses that have been granted to DiSTRICTrand re
not transferred to UMG under this Agreement.

t'ai

The DISTRICT shall pay all ad valorem, property, franchise,
occupational and disposal taxes, or other taxes associated with the
Project other than taxes imposed upon UMG's net income and/or
payroll taxes for UMG employees.

ln the event UIVIG is required to pay any sales tax or use taxes on the
value of the services provided by UMG hereunder or the services
provided by any subcontractor of UMG, such payments shall be
reimbursed by the DISTRiCT unless the DISTRICT furnishes a valid
and properly executed exemption certificate relieving the DISTRICT
and UMG of the obligation for such taxes.

6.4 The DISTRICT shall provide UMG with full use of any and all

pieces of DISTRICT'S heavy equipment that is available so
that UMG may discharge its obligations under this
Agreement in the most cost-effective manner.

6.5 DISTRICT shail provide all registrations and licenses for
DISTRICT'S vehicles used in connection with the Project,

6.6 DISTRICT shall provide for UMG's exclusive use of all

vehicles and equipment presently in full time use at the
Project.

6.7 DISTRICT shall provide for UMG access to all easements,
right-of-ways, and access to discharge UMG's obligation
under this agreement.

6.8 DISTRICT warrants that during the interim period between the initial

Project inspection by UMG and the commencement date specified in

Section 11.1,the plant, facilities and equipment have been operated
only in the normal course of business, ali scheduled and proper
maintenance has been performed and there are no issues known to
DISTRICT regarding the condition of the Project, and Facility
composing the Project and/or any equipment used by the Project.

COMPENSATION

UMG's compensation under this Agreement shall consist of an
Annual Fee. The Annual Fee for the period July 1, 2005 through
June 30, 2010 shall be $6,870,000. The Maintenance and Repair
Limit included in the Annual Fee is $456,140. to be used as specified
and set out herein during the period,

7,2 If actual Maintenance and Repair expenditures are less than the
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Maintenanc'e and Repair Limit for any Agreement year, UMG wiii

rebate the'ntire difference to the District in accordance with Section
8.3. If actuaI Maintenance and Repair expenditures exceed the

'aintenance and Repair'Limit, the District shall pay the excess to
UMG in accordance with Section 8.2. UMG will notify the District
when actual: Maintenance and Repair expenditures equal eighty
percent (80%) of the Maintenance and Repair Limit in each year
throughout the contract period.

7.3 The services being provided under this Agreement are based on
reasonably expected overtime for repair of line breaks, other
emergencies or routine services required after hours. Any additional
expenses, incurred by UMG including regular or overtime wages as a
result of severe weather, a disaster or other unplanned events (in
which funds may be recovered through billing a third party including
the State or Federal Government such as through the FEMA
program or other source) will be invoiced by UMG to the District for
reimbursement in accordance with Section 8.2.

7.4 The Annual Fee (and Maintenance and Repair Limit included therein)
shall be negotiated each year at least three (3) months prior to the
anniversary of this Agreement's effective date. Should the District
and UMG fail to agree, the Annual Fee (and Maintenance and Repair
Limit included therein) will be adjusted by multiplying the existing
Annual Fee by the percentage increase in the Consumer Price Index
for the preceding twelve months each year.

PAYMENT OF COMPENSATION

8.1 One twenty-fourth (1/24) of the Annual Fee for the current year shall
be due and payable on the 15'" and the last day of each month. for
service provided in accordance to Articles 7.1 and 7.2 of this
agreement.

8.2 All other compensation to UMG is due upon receipt of UMG's

invoice and payabie within fifteen (15) days.

DISTRICT shall pay interest at an annual rate equal to the District's
designated financial institution's prime rate plus two percent (2,0%),
said rate of interest not to exceed any limitation provided by law on
payments not paid and received within fifteen (15) calendar days of
the due date, such interest being calculated from the due date of the

, payment. In the event the charges hereunder might exceed any
limitation provided by law; such charges shall be reduced to the
highest rate or amount within such limitation.
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9. SCOPE CHANGES

9.1- A Change in Scope of services shall occur when and as UMG's

costs of providing services under this Agreement change as a result
of:

9.1.1 Any change in Project operations, personnel qualifications or
staffing or other cost which is mandated or otherwise required,
by a change in law, rule or regulation or an action 'or

forbearance of any governmental body having jurisdiction to
order, dictate or require such

change,'.1,2

Increases or decreases in rates or other related charges
(including taxes) imposed upon UMG by a utility provider (see
Section 9.4 below) or taxing authority - excluding taxes based
on UMG's net income; and/or

9.1.3 DISTRICT'S request of UMG and UMG's consent to provide
additional services.

9.2 For Changes in Scope described in Sections 9.1.1through and
including 9.1.3,the Annual Fee shall be increased (or decreased) by
an amount equal to UMG's additional (reduced) Cost associated with
the Change in Scope plus ten percent (10%).Modifications of the
Annual Fee as a result of conditions described in Section 9,1.3shall
be retroactive to the beginning of the twelve month comparison
period.

10. INDEMNITY AND LIABILITY INSURANCE

10.1 UMG hereby agrees to indemnify and hold DISTRICT harmless from
any liability or damages for bodily injury, including death, which may
arise from UMG's negligence or willful misconduct under this
Agreement; provided, UMG shall be liable only for that percentage of
total damages that corresponds to its percentage of total negligence
or fault.

10.2 DISTRICT agrees to indemnify and hold UMG harmless from any
liability or damage or bodily injury, including death, which may arise
from all causes of any kind other than UMG's negligence or willful

misconduct including, but not limited to, breach of a DISTRICT
warranty.

'0.3 UMG shall be liable for those fines or civil penalties imposed by a

regulatory or enforcement agency for violations occurring on or after
(contract date), of the effluent quality requirements provided for in

Appendices C-I and C-2 that are a result of UMG's negligence.
DISTRICT will assist UMG in contesting any such fines in
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10.4

administrative proceedings and/or in court prior to any payment bg" ".~;:::.',~

UMG. UMG shall pay the cost of any such contest
'gb P.

DISTRICT shall be liable for those fines or civil penalties imposed by
any regulatory or enforcement agencies on DISTRICT and/or UMG
that are not a result of UMG's negligence or are otherwise directly
related to the ownership of the Project and shali indemnify and hold
UMG harmless from the payment of any such fines and/or penalties.

10.5 indemnity agreements provided for in this Agreement shall survive
the termination of the Agreement.

10.6 Each party shall obtain and maintain insurance coverage of a type
and in the amounts described in Appendix E. Each party shall provide
the other party with satisfactory proof of insurance.

11. TERM, TERMINATION AND DEFAULT

The initial term of this Agreement shall be five (5) years commencing
July 1, 2005. The DISTRICT shall have the right, without cause, to
terminate at the end of the third agreement year upon repayment of
the unamortized capital investment made by UMG, if any. Notice of
termination shall be given in writing ninety (90) days in advance of the
effective date of termination.

11.2 A party may terminate this Agreement only for a material breach of
the agreement by the other party except as provided in Section 11.1
only after giving written notice of breach; and, except in case of a
breach by DISTRICT for non-payment of UMG's invoices, in which
case termination may be immediate by UMG, only after allowing the
other party thirty (30) days to cure or commence taking reasonable
steps to cure the breach.

1 '}.3 In the event that this Agreement is terminated for any reason prior to
the termination date of the initial term, DISTRICT shall pay to UMG a
termination fee based on the remaining unamortized balance of start-
up costs and capital expenditures made by UMG - all as set forth in

Appendix F.

11.4 Upon notice of termination by DISTRICT,UMG shall assist DISTRICT
in assuming operation of the Project. If additional Cost is incurred by
UMG at request of DISTRICT, DISTRICT shall pay UMG such Cost
within 15 days of invoice receipt.

11.5 Upon termination of this agreement and all renewals and extensions of
it, UMG will return the Project to DISTRICT in the same condition as it

was upon the effectiv date of this Agreement, ordinary wear and tear
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excepted. Equipment and other personal property purchased by VgP;::i
for use in the operation or maintenance of the Project shall remain thK4r ~<
property of UMG upon termination of this Agreement uniess the

"

property was directiy paid for by DISTRICT or DISTRICT specifically
reimbursed UlUlG for the cost incurred to purchase the property or this
Agreement provides to the contrary.

11.6 The DISTRICT shall have the exclusive right during the contract term
to repay any unamortized capital investment made by UMG as shown
in Appendix F.

12. DISPUTES AND FORCE MAJEURE

12.1 In the event activities by employee groups or unions unrelated to
UMG cause a disruption in UMG's ability to perform at the Project,
DISTRICT, with UMG's assistance or UMG at its own option, may
seek appropriate injunctive court orders. During any such disruption,
UMG shall operate the facilities on a best-efforts basis until any such
disruptions cease.

12.2 Neither party shall be liable for its failure to perform its obligations
under this Agreement if such failure is due to any Unforeseen
Circumstances beyond its reasonable control or force majeure.
However, this section may not be used by either party to avoid, delay
or otherwise affect any payments due to the other party.
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This agreement is subject to approval by Mountain VVater DISTRICT.

Both parties indicate their approval of this Agreement by their signatures below, and
each party warrants that all corporate or governmental action necessary to bind the
parties to the terms of this Agreement has been and will be taken.

MOUNTAIN 0/ATER DISTRICT UTILITIES MANAGEMENT

GROUP, INC.

By:

Name: Name:

Title: Title:

Date: Date:

The undersigned, as counsel for the Mountain Water Utility District in this
transaction, hereby certifies that (s)he has examined the circumstances surrounding
the selection of UTILITIES MANAGEMENT GROUP, INC (UMG) and the award and
letting of the foregoing contract to UMG by DISTRICT and has found that said
selection and award process comply with the procurement laws of the State of
Kentucky and DiSTRICT,
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APPENDIXA

DEFINITIONS

A. 1 "Adequate Nutrients" means plant influent nitrogen, phosphorus and iron
contents proportional to BODs in the ratio of tive (5) parts nitrogen, one (1)
part phosphorus, and one-half (0.5) part iron for each one hundred (100)
parts BODs,

A.2 "Annual Fee" means a predetermined, fixed sum for UMG's services. The
Annual Fee includes Cost and profit.

A.3 Definitions;

"Biologically Toxic Substances" means any substance or combination of
substances contained in the plant influent in sufficiently high concentration
so as to interfere with the biological processes necessary for the removal of
the organic and chemical constituents of the wastewater required to meet
the discharge requirements of DISTRICT'S NPDES Permit. Biologically toxic
substances include, but are not limited to, heavy metals, phenois, cyanides,
pesticides and herbicides.

A. 7 "Capital Expenditures ".means any expenditures for (1) the purchase of new
equipment or facility items that cost more than TEN Thousand Hundred
Dollars ($10,000); or (2) major repairs which significantly extend equipment
or facility service life and cost more than TEN Thousand Dollars ($10,000)
or (3) expenditures that are planned, non-routine and budgeted by
DI STRICT.

A.8 "Cost" means all Direct Cost and indirect cost determined on an accrual
basis in accordance with generally accepted accounting principles.

A.9 "Direct Cost" means the actual cost incurred for the direct benefit of the
Project including, but not limited to, expenditures for project management
and labor, employee benefits, chemicals, lab supplies, repairs, repair parts,
maintenance parts, safety supplies, gasoline, oil, equipment rentai, legal and
professional services, quality assurance, travel, office supplies, other
supplies, uniforms, telephone, postage, utilities, tools, memberships and
training supplies.
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APPENDIX 8 DESCRIPTION

OF PROJECT

UMG agrees to provide the services necessary for the management, operation and .
maintenance of the following.

a. All equipment, vehicles, grounds and facilities now existing within the
present property boundaries of or being used to operate DISTRICT'S
Water Treatment Plant located at:

P.O. Box 3157, Pikeville, Kentucky 41502

All equipment, grounds and facilities now existing within the present
property boundaries of pumping stations described as follows:

AS ATTACHED - Eighty-eight (88) Pumping Stations of gravity
sewers, four (299) miles of force mains, and foriy-two (42)
manholes in service on the effective date of this Agreement.

Six hundred (899) miles of water lines, three hundred (300) hydrants
and valves in services on the effective date of this Agreement.
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APPENDiX C-I

NPDES PERMIT AND
PROJECT CHARACTERISTICS

C.l UMG will operate so that effluent will meet the requirement of NPDES permit
No, (AS ATTACHED) issued on (AS ATTACHED) a full and complete copy
of which is adopted by reference herein as of the date hereof. UMG shall be
responsible for meeting the effluent quality requirements of the Permit unless
one or more of the following occurs: (1) the project influent does not contain
Adequate Nutrients to support operation of Project biological processes
and/or contains Biologically Toxic Substances which cannot be removed by
the existing process and facilities; (2) dischargers into DISTRICT'S sewer
system violate any or all regulations as stated in DISTRICT'S Industrial
Water and Sewer Ordinance(s) or as required by law; (3) the flow or influent
BODs and/or suspended solids exceeds the Project design parameters
which are (AS ATTACHED) million gallons of flow per day, (AS ATTACHED)
pounds of BODs per day, (AS ATTACHED) pounds of suspended solids and
a daily peaking factor of (AS ATTACHED) times flow; (4) if the Project is
inoperabie or can operate only at a reduced capacity on account of
construction activities, fire, flood, adverse weather conditions, labor disputes
or other causes beyond UMG's control.

ln the event any one of the Project influent characteristics, suspended solids,
BODj or flow, exceeds the design parameters stated above, UMG shall
return the plant effiuent to the characteristics required by NPDES in

accordance with the following schedule after Project influent characteristics
return to within design parameters.

10% or Less
Above 10% Less than
20%
20% and Above

5
days
10

Notwithstanding the above scheduie, if the failure to meet effluent quality
limitations is caused by the presence of Biologically Toxic Substances or the
lack of Adequate Nutrients in the influent, then UMG will have a thirty (30)
day recovery period after the influent is free from said substances or,
contains Adequate Nutrients.
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UMG shall not be responsible for fines or legal action as a result of
discharge violations within the period'that influent exceeds design

parameters, does not contain Adequate Nutrients, contains Biologically Toxic
Substances or is inoperable, and the subsequent recovery period.

'j

)

C.4 UMG's compensation shall be based on a minimum of 14,542 water
customers and 299 sewer customers
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APPENDlX C-2

PROJECT CHARACERISTICS

C.l The Project has the following design characteristics:

[Describe parameters of influent which will be treated to
specifications without additional charges to customer.]

A capacity of 2.0 MGD of finished water production with an ability for
chemical additions, flocculation, sedimentation and filtration based on 2
gallons per minute per square foot of filter area. The Project has the
capability for post treatment by chlorination and fluoridation.

UMG will operate the Project so that water treated will meet the current
Provincial Drinking Water Standards. UMG's Annual Fee includes all costs
for treating an average daily flow of 2.0 MGD of raw water per day to the
standards specified below.

Turbidity
Iron

Manganes
e Fluoride

pH Color
Corrosivit

y Odor E.
Coli

0.5NTU
<0.3 mg/1
<0.05
rng/L
0.8 average

mg/L >7.0
<15 color units
Non-corrosive
<3.0TON

C.3 lf any of the following contaminants in the raw water causes the finished
water to exceed the maximum Contaminant Levels (MCL) established for
finished water quality, UMG will treat the raw water to reduce said
contaminant to an acceptabie MC! . The cost of any specific treatment will

be in addition to the Annual Fee for the treatment required by this Article
C.3.
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Radionuclidas

Radium 5.0 Pci/L

Gross Alpha
15.0Pci/L
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Organic Chemicals

Contaminant

Ala chlor
Aldicarb

Aldicarb Sulfone
Aldicarb Suffoxide
Atrazine
Benzene
Carbofuran
Carbon Tetrachloride
Chlordane
2,4-D
Dibromochloropropane
(DBCP)
o-Dichlorobenzene
p-Dichlorobenzene
1,2-Dichloroethane
1,1 -Dichloroethylene
cis-1,2-Dichloroethylene
trans-1,2-Dichloroethylene
1,2-Dichloropropane
Endrin

Ethylbenzene
Thylene Dibromide (EDB)
Heptachlor
Heptachlor Epoxide
Lindane
Methoxychlor
Monochlorobenzene
Pentachlorophenol
Polychlorinated Biphenyls
(PCB)
Styrene
Tetrachloroethylene
Toluene
Toxaphene
2,4,5-TP (Silvex)
1,1,1 -Trichloroethane
Trichloroethylene
Total Trihalomethanes
Vinyl Chloride
Xyfenes (Total)

MCL

Cmg/U

0:002
0.003
0.002
0.004
0.003
0.005
0.04
0.005
0.002
0.07
0.0002
0.6
0.075
0.005
0.007
0,07
0.1
0.005
0.002
0.7
0.00005
0.0004
0.0002
0.0002
0,04
O. I

0.001
0.0005
0.1
0.005
1

0.003
0.05
0.02
0.005
O. l

0.002
<n
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Inorganic Chemicals

Contamina MCL

Arsenic
Asbestos
Barium
Cadmium
Chromium
Fluoride
Mercury
Nitrate
Nitrite

Total Nitrate Nitrite

Selenium
Chloride
Copper
Fluoride
Silver
Sulfate
Total Dissolved Solids
(TDS)
Zinc

0.05
7 (million fibers/L)
2
0.005
0.1
4
0.002 10 (as

nitrogen)
1 (as

nitrogen) 10
'.05

300
1.0
2.0

0.10
300
1,000

5

20

C.4 UMG will provide laboratory services for monitoring only the
following contaminants on an as-requested basis. These contaminants
do not have an established MCL.

Aldrin

Benzo(a)pyrene
Butachlor
Carbayl
Dalapon
Di(2-ethylhexy) adipatc
Di(2-ethylhexyf)pthalarc
Did amba
Dichloromethane Dieldrin

Dinoseb
Diquat

Entodhal
Glypho sate

Hexachlo rob enzene
Hexachlorocyciopentadiene

3-Hydroxycarbofiiran
Methornyl
Metolachlor
Metribuzin

Oxyamyl (vydate)
Pictoram
Propachlor
Simazine
2,3,7,8-TCDD (Dioxin)

1,2,4-Trichlorobenzene
1,1,2-Trichloroethane
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APPENDIX C-3

WASTEWATER COLLECTION SYSTEM
SCOPE OF SERVICES

(Intentionally left. blank)
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APPENDIX C-4

DRINKING WATER DISTRlBUTION SYSTEM

SCOPE OF SERVICES

(intentionally left blank)
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APPENDIX D
'I

ARBITRATION PROCEDURES

I

'I

In the event that DISTRICT and UMG are unable to reach an, agreement
as to the increase and lor decrease in compensation specified in Section 7,
then those issues remaining unresolved shall be submitted to binding
arbitration under the foliowing terms, conditions and procedures.

D. 1 Unless specifically provided for herein to the contrary, the rules and
procedures of the American Arbitration Association (AAA), as shall from
time to time be amended, apply. The arbitration process shall begin 15 days
after the parties are unable to reach an agreement. Such date shall be
specified in writing and shall be the date from which the following procedures
begin.

D.2 There shall be a three (3) member Arbitration DISTRICT composed of one
(1) member selected by the DISTRICT and one (1) member selected by
UMG. Each party shall notify the other of its selection on or before 30 days
from the date specified in D1. The final member of the three member
Arbitration DISTRICT shall be selected by the initial members selected within

a reasonable time after their appointment.

D,3 On or before 60 (insert date approximately twenty-five (25) days after date in

opening paragraph), each party shall submit to the Arbitration DISTRICT its
written position on each unresolved issue. Such submission shall include not
only the party's proposed resolution, but also introduction at the hearing and
a list of witnesses each party intends to call shail be submitted as exhibits to
the submission.

D.4 The Arbitration DISTRICT may schedule such pre-hearing conferences as its
shall deem advisabie.

D.5 The arbitration hearing shall commence no earlier that 75 (dates from D.3
plus ten (10 days) and no tater that 85 (date from D.3 plus twenty (20) days
and shall be concluded no iater that ten (10) working days after its

commencement.

D,6 The parties hereby agree and stipulate for purposes of arbitration that the
pricing and cost estimates contained in this Agreement or any subsequent
modification hereto are fair and reasonable and are not to be a factual issue
for determination by the Arbitration DISTRICT. The sole question of fact (s)
for the Arbitration shall be confined to changes (or anticipate future changes)
In circumstances between the effective date of this Agreement or any
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modification(s) hereto (including, but not limited to, negotiated or arbitrated
changes to fees and cost estimates pursuant to this Agreement) and the
effect such changed circumstance(s) should have on the then effective fees
and/or cost estimates.

D,7 Within ten (10) days of the conclusion of the evidentiary phase of the
arbitration hearing the Arbitration DISTRICT shall announce its decision and
award. The possible "decision and award" shail be limited on each individual
issue presented to either the position of the DISTRICT or the position of UMG
as set forth in the position submissions described in Subsection "D.3"above.

D.8 Findings of fact and conclusions of law shall not be required of the Arbitration
DISTRICT unless specifically requested by either party within five (5) working
days of the announcement of the Decision and Order.

D,9 Unless specifically requested by either party, the proceedings shall not be
recorded by other that a tape recording device. In the event that either party
requests the services of a court reporter or other means of transcription of
the proceedings, the requesting party shall bear the cost of recordation and
transcription.

D. I 0 The costs of arbitration servic'es shall be borne equally by the parties;
provided, however, that in the event that the Arbitration DISTRICT makes a
specific written finding of fact that one party has prosecuted its case
frivolously or in bad faith, then theArbitration DISTRICT shali assess the costs
of arbitration services to the offending party.

D.'I I The Decision and Order shall be binding on both parties and shall not be
subject to appeal.
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APPENDIX E INSURANCE

COVERAGE

UMG SHALL MAINTAIN:

1. Statutory I/orkers'ompensation for all of UMG's employees at the
Project as required by the State of Kentucky.

2. Comprehensive general liability insurance, insuring UMG's negligence, in

an amount not less than $1,000,000 combined single limits for bodily
injury and/or property damage.

DISTRICT SHALE MAINTAIN:

1. Statutory Workers'ompensation for all of DISTRICT'S employees
associated with the Project as required by the State of Kentucky.

2. Property damage insurance for all property including vehicies owned by
DISTRICT and operated by UMG under this Agreement. Any property,
including vehicles not properly or folly insured shall be the financial
responsibility of the DISTRICT.

3. Automobile liability insurance for collision, comprehensive, and bodily
injury.

UMG will provide at least thirty (30) days notice of the cancellation of any policy it is
required to maintain under this Agreement. UMG may self-insure reasonabie
deductible amounts under the policies it is required to maintain to the extent
permitted by Iaw but only if such action does not invalidate the property insurance of
DISTRICT. UMG and the DISTRICT, on behalf of themselves and their insurers,
waive their rights of subrogation with respect to losses occurring to property of the
parties.



A'PPENDIX F

'CHEDULEOF AMORTIZED EXPENDITURES

The parties mutually agree that for all purposes, the beginning principal shall be
$ . The interest rate applied shall be calculated at %. If
DISTRICT terminates contract at end of year five per Section 11.1,the unamortized
balance to be paid to UMG is $
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APPENDIX G

PERSONNEL

iSSUES

1. All current fulitirne employees will receive a 3% salary increase at start of
contract.

2. Employees will receive the same holidays as currently provided by DISTRICT.

3. Employees will receive vacation at UMG accrual with time employed with utility

credited or paid out the accrued in excess of four weeks.

4. Employees will receive bonuses for obtaining higher certification levels in

their respective fields,

5. Employees will be provided with uniforms, safety shoes, and required
personal safety equipment.
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May 9, 2005

Board of Commissioners
Mountain %'ater District
P.O. Box 3157
Pikeville, Kentucky 41501

Dear Commissioners:

I would like to thank the commissioners for the additional time for refining the
proposal for operations, maintenance and management for the District However, I
thought my proposal addressed all points of the solicitation and I have some concern
about extending the time for revisions of the price adding plans and certain provisions.

Enclosed please find the addendum to the proposal for the Operations,
Maintenance and Management of the Mountain Water District as noti6cd in, your fax
dated: May 4, 2005. The information in the addendum vill answer or identify the
section" s in the proposal in your fax, along with an adjusted price for 0 MEUM for
Mountain Rater District.

Ifyou have any questions or need further information, please contact me at your
convenience at (606) 43 7-4754.

Sincerely,

Greg May
Utility Management Group



Addendum to Proposa) to Mountain Water District

District Employees

1. All employees»ill be hired by Utility Management Group aA'er successflJily

passing a drug test. (Referenced in Section I, Page 1 in Executive Summary.

Section II, A.4. Page 5, Section IO, A, Page 10 of the proposal) and again in

2.

3.

the draft contract in Section 2.1.

VMG" s plan for number of operational staffing atter six months will be within

a range of fifty-one (51) and sty-six (56). There are currently eleven (11)

persons on the construction crews at Mountain Water. UMG vill propose a

plan to retain the eleven currently employed for water line construction and

add another five (5) for sev er line construction. The construction crews will

bc totally funded by coal. severance tax dollars earmarl cd for construction for

each speci f'ic project. VMG will construct specific projects for the amount

earrnar};ed with coal severance tax dollars, (Referenced in Section VI, Price

Proposal') Resident Inspectors will remain with the District. (Referenced in

Section VI, Price Proposal).

Employees will be paid for all over 100 hours of time accrued. Employee will

transfer up to 100 hours of accrued time to UMG. (Referenced in Section VI„

Price Proposal and Appendix 6 in Draft Contract).
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Mountain Water emp) oyee's retirement is currently with County Retirement

System. All employees that are vested will &eel their investment in the

county system and join UMG's 401k retirement fund. UMG will match the

employee" s contribution at 50% up to 7% of the employee's contribution. At

7% by employee, total contribution would be 10.5%.Those employee's that

are not vested, UMG wi.ll invest the District's contribution for each employee

into UMG's 401k fund or pay out the District's accumulated total to each

employee as a lump sum payment. NOTE<: Kmp)oyces vested in the CRS

mill retain benefits Ca the level accrued at the time of transition.

Price Proposal

I. UiifG's submittal included a plan to pay off short tenn debt and capitalize the

2.

term of the contract

UMG's submittal included all utility bills, i.e, electricity, telephone, pagers,

purchas d water. (Referenced in Section VI, Price Proposai).

UMG" s budgetary process relies on standard accounting methods of

projecting costs over time, taking into consideration any out ofnormal

overtime expenses or other similar extraordinary cost. UMG's inethods vill

conform to that outlined in the price proposal as submitted. More specifically,

UMG would offer for discussion with the District's Board of Commissioners

a method to determine future service contract costs, based on a per customer

basis.

4. UMG will continue to work on refining the price on 0 M 4, M for. Mountain

Water District.
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Your Utility Experts

May 9„2005

Board of Commissioners
Mountain Water District
P.O. Box 3157
Pikeville, Kentucky 41501

Dear Commissioners:

I would like to thank the commissioners for the additional time for refining the
proposal for operations, maintenance and management for the District, However, I
thought my proposal addressed all points of the solicitation and I have some concern
about extending the time for revisions of the price, adding plans and certain provisions.

Enclosed please find the addendum to the proposal for the Operations,
Maintenance and Management of the Mountain Water District as notified in your fax
dated: May 4, 2005. The information in the addendum will answer or identify the
section's in the proposal in your fax, along with an adjusted price for 0M&M for
Mountain Water District.

If you have any questions or need further information, please contact me at your
convenience at (606) 437-4754.

Sincerely,

Utility Management Group

P.O. Box 663, Corbin, Kentucky 40702
Phone: 606-52S-2454 - Fax: 606-528-j770



Addendum to Proposal to Mountain Water District

District Employees

2.

3.

All employees will be hired by Utility Management Group after successfully

passing a drug test. (Referenced in Section I, Page 1 in Executive Summary,

Section II, A.4, Page 5, Section III, A, Page 10 of the proposal) and again in

the draft contract in Section 2.1.

UMG's plan for number of operational staf6ng after six months v F11be within

a range ofMy-one (51) and Qfty-six (56). There are currently eleven (11)

persons on the construction crews at Mountain Water. UMG will propose a

plan to retain the eleven currently employed for water line construction and

add another five (5) for sewer line construction. The construction crews will

be totally funded by coal severance tax dollars earmarked for construction for

each specific project. VMG will construct specific projects for the amount

earmarked with coal severance tax do11ars. (Referenced in Section VI, Price

Proposal) Resident Inspectors will remain with the District. {Referenced in

Section Vl, Price Proposal).

Employees will be paid for all over 100 hours of time accrued. Employee will

transfer up to 100 hours of accrued time to UMG. (Referenced in Section VI,

Price Proposal and Appendix G in Dry Contract).



4. Mountain Water employee's retirement is currently with County Retirement

System. All employees that are vested will freeze their investment in the

county system and join UMG's 401k retirement fund. UMG will match the

employee's contribution at 50% up to 7% ofthe employee's contribution. At

7% by employee, total contribution would be 10.5%.Those employee's that

are not vested, UMG will invest the District's contribution for each employee

into UMG's 401k fund or pay out the District's accumulated total to each

employee as a lump sum payment. NOTE: Employees vested in the CRS

will retain benefits @the level accrued at the time of transition.

Price Proposal

l. UMG's submittal included a plan to pay off short term debt and capitalize the

term ofthe contract

2. UMG's submittal included all utility bills, i.e. electricity, telephone, pagers,

purchased water. (Referenced in Section VI, Price Proposal).

3. UMG's budgetary process relies on standard accounting methods of

projecting costs over time, takIng into consideration any out ofnormal

overtime expenses or other similar extraordinary cost. UMG's methods will

conform to that outlined in the price proposal as submitted. More specifically,

UMG would oB'er for discussion with the District's Board of Commissioners

a method tn determine future service contract costs, based on a per customer

basis.

4. UMG will continue to work on rdining the price on 0 M 4 M for Mountain

Vacate District.



STATE OF KENTUCKY
COUNTY OF FAYETTE
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DAVID C. STRATTON
STEPHEN L. HOGG
DANIEL P, STRATTON

October 23 200S

HENRY D STRATI'ON (1925 1989)
F. BYRD HOGG (1922-1999)
H. EDWARD MADDY

LAW OFFICES OF
STRATTON, HOGG L 5MBDGX, P.S.C.

P.o. BOX 1530
111 PIKE STREET

PIKEVILLE, KY 41502
PHONE: (606) 437-7800

FAX; (606) 437-7569
E-MAIL:shrnlawRsctcl.corn
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Michael R. Spears, CPA, PSC
P.O. Box 1270
Prestonsburg, KY 41653
via email: mikespearssetel.corn

Mike Litafik
?617 Upper Johns Creek Road
Phelps, Kentucky 41553
via email: mikecreekconsultinelSsetel. Com
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Toni Akers, Chairman
Mountain Water District
P.O. Box 3157
Pikeville, KY 41502
Hand Delivered

Re: Mcetntafn Water Die~et / UMG Central

Dear Lady and Gentlemen:

Following our conversations this morning concerning the canceled meeting
called Bob Myers to inform him that we would be willing to meet with him Monday
or Tuesday, but a decision had to be Inade on Wednesday. He called me back
with the following offer.

1) 4500,000 up front.

2) $25,000 per month concession on their contract.

3) Extension of the current contract three years beyond the end of the
original contract.

4) If we cancel at any time prior to the end of the extended term, we
would owe them $500,000 (the amount being fronted) plus interest
(rate not disclosed).
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5) They are prepared to amend the contract in regard to annual price
changes from an increase of new customers to some form of CPI
index adjustment.

He states that they are still amortizing 1.5~i~»on dollars that was injected into the
company to start it, implying that there was a balance due on that bill if we
canceled now. I did not get into details with him over that number.

I would recommend that we set up a conference call or meet on Friday or Monday,
to review this in detail.

Lastly, after Bob hung up, he called me back to state that it would be in
everybody's best interest. if we did in fact hire an administrator as we had
discussed, and they strongly encouraged us to do that.

Please advise.

Sincerely,

STRA ON, HOGG Bs MADDOX, PSC

Daniel P. Stratton
email: dostrattoa@setel.corn
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DAVID C. STRATTON
STEPHEN L. HOGG
DANIEL P. SERATTON

October 27, 2008

Greg May
Utilities Management Group,
158 Town Mountain Road
Suite 101
Pikeville, Kentucky 41501

Via Fax: (606) 437-5083

RE: Mountain Water District Contract

LAW OFFICES OF
STRATTON, HOGG Bs MADDOX, P.S.C.

P.O. BOX 1530
PIKEVILLE, KY 41502

PHONE: (606) 437-7800
FAX: (606) 437-7569

www.shmlaw.corn

HENRY D. STRATI'ON (1926-1989)
F. BYRD HOGG (1922-1999)
H. EDWARD MADDOX{1946-2003}
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Dear Greg:

Please be advised that on October 23, Bob Myers informed me that UMG made
the following offer to amend the MWD/UMG contract. The Offer was as follows:

1) Payment of 5500,000 up front (funds for bond payments).

2) 525,000 per month concession on your contract (effective upon date
of amendment).

3) Extension of the current contract by three (3) years beyond the end
of the original contract period.

4) If Mountain Water District cancels the contract at any time prior to
the extended term, it would owe UMG 4500,000 (the amount being
fronted for bond payments) plus interest (rate for which was not
determined).

5) AznerId the contract in regard to the annual price changes from an
increase of new customers to some form of CPI index adjustment.
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STRATTON, HOGG 8s MADDOX, P.S.C.

'0

9

October 27, 2008
Page 2

On behalf of Mountain Water, we appreciate the substantial move that you have
made with this offer. Unfortunately, we must respectfully decline the same.
However, we would counter that we amend the contract with an advance of
$450,000 up front, and a reduction in the monthly contract fee of 470,000
retroactive to July 1, 2008. This is a reduction of $6,250 per month from our
original offer.

Please understand that we originally made our offer based on our need to have
funds to pay current outstanding bond payments, to replenish the reserve, and
to hire an administrator. These are the numbers we need to make this work for
us. We recognize you have cost increases and need to make a profit, but the facts
are what they are and the debts and reserve must be paid as I know you
understand.

This counter offer is open until Tuesday, October 28, at 4 pm. If you have any
questions concerning the same, please advise.

Sincerely,
Stratt, Hogg S Maddox, PSC

Daniel P. Stratton
email: dpstrattonBsetel.corn

DPS/dsm

cc: Toni Akers
Mike Litafik
Mike Spears
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DAVID C. STRATTON
STEPHEN L. HOGG
DANIEL P. STRATI'ON

LAW OFFICES OF
STRATTON, HOGG a MADDOX, P,S.C.

P.O. BOX 1530
PIKEVILLE, KY 41502

PHONE: (606) 437-7800
FAX: (606) 437-7569

www.shmlaw.corn

HENRY D. STRATTON (1925-1989)
F. BYRD HOGG (1922-1999)
H. EDWARD MADDOX(1946-2003)
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October 29, 2p08

Greg May
Utilities Management Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501

RE: Mountain Water District Contract

Via Fax: (606) 437-5083
Hard copy to follow
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DPS/dsm

cc: Mountain Water District Board
Mike Saears

Sincerely,
Stratton, Hogg Bs Maddox, PSC

Daniel P. Stratton
email: dpstrattonSsetel.corn

Dear Greg:

Please be advised that this letter is to notify you that Mountain Water District is
terminating it's contract with UMG dated July 3, 2005. The termination shall be
effective no later than180 days from today, being Monday, April 27~, 2009, ba,sed
on the transition process.

This notice is being given pursuant to paragraph 11.1of the contract, and is
deemed to have been given at the end of the third year of the agreement. This
notice shall also trigger all notice provisions in the contract concerning
termination.

As you know, since the close of the third year of our agreement, we have
attempted to renegotiate certain contract terms, and through no fault of either
party, we have been unsuccessful in doing so. Accordingly, the District has
authorized rrre to issue this notice of termination pursuant to it's Board action
taken on Wednesday, October 29, 2008.

Obviously, there will be a great deal to do in regard to a transition from the
current structure to the return of Mountain Water District's prior structure as an
independent operating entity. We look forward to working with you to ensure a
smooth transition.
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MOUNTAIN WATER IHSTRICT / UTILITIES MANAGEMENT GROUP
TRANSITION MEETING

NOVEMBER 5, 200S

Agenda

I. REVIEW RESPECTIVE CONTRACTUAL OBLIGATIONS

A. UMG's Obligations

Section 2.4 - UMG will supply District all computerized
programs, codes, records, instruction manuals and other items
necessary for the District to execute a complete transfer of their
records and operating systems necessary to access and maintain
the same within 30 days.

III
CII
4l

CL

~a~

ID.

Cl
IS
(9
CC

2) Section 2.5 - Within 90 days UMG will provide the District a
physical inventory of the District's vehicles and equipment, and
a general statement as to the condition of each vehicle and piece
of equipment.

3)

5)

6)

7)

8)

Section 2.6 - UMG will provide the District a physical inventory
of chemicals and other consumables at the time UMG begin
services under this agreement.

Section 2.8 - UMG will provide the District-documentation of the
maintenance performed on the District owned equipment.

Section 2.15 —UMG will produce plant performance reports.

Section 2.16- UMG will provide copies of all lab reports on water
tests, and all tests required by state and federal regulation will
be current as of the time of transfer.

Section 2.20-2.22 - UMG will provide all monthly reports to the
District's project activities and water loss, meter readings and
billings.

Section 6.2 - UMG shall keep in force all project warranties,
guarantees, easements and licenses transferred to them under
this agreement, These need to be identified.

Section 11.4 - Upon notice of termination, UMG will assist the
District in assuming or transferring operations of the project for
a period up to six months from the date of notice of termination.
UMG's compensation for such services shall be it's cost not
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otherwise incurred in operation of the project. If additional cost
is incurred by UMG, at request of District, District shall pay
UMG such cost within 30 days of receipt of invoice.

10) Section 11.5- Upon termination, UMG will return the project to
District in the same condition as it was upon the effective date,
ordinary wear and tear accepted.

11) Need a list of UMG property that was paid for by the District, or
for which the District speciQcally reimbursed UMG for the cost
incurred. These items are to be returned to the District.

B. Mountain Water District's Obligations

7o

Q
C
L
G.
C
O

E
E
O
th
lhI

CL

t0
CL
Ul

CI
CO

(0
CC
EO

1) Section 2.26 - Mountain Water District shall release UMG of it'
obligation to maintain a 52,000,000 letter of credit upon termination
of this agreement and compliance by UMG with it's obligations
hereunder,

2) Section 6.3 - District shall reimburse UMG for any sales tax or use
taxes on the value of services provided by UMG hereunder, unless the
District furnishes a valid exemption certificate for such taxes.

3) Section 11.3- District shall pay UMG a termination fee based on the
remaining unamortized -balanced of-start up cost and capital
expenditures made by UMG.

Appendix F - After 3 years, this amount is 7@RO.

II. EMPLOYEE ISSUES
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A) Management communication

B) Staff communication

C) Transition time table

III. TIME TABLE - see attached schedule
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PROPOSED TIME LINE SCHEDULE
CCI'0
CCI

(0

DATE

October 29, 2008

November 26, 2008

December 30, 2008

January 30, 2009

February 28, 2009

April 27, 2009

EVENT

Notice of Termination

2.

3.
4

UMG to supply all computerized programs,
codes, records and instruction manuals.
Provide list of employees with copies of any
contracts, if any, respective compensation
benefits, accrued vacations, etc.
Copies of all existing insurance coverages.
Operating procedure manuals.

3.

5.

Report on all plant performance, plant
maintenance, and all related
documentation. (To be updated the day of
closing).
Provide all project warranties, easements
and licenses that have been transferred to
UMG.
Transfer to the District, ail appropriate and
needed warranties, easements and licenses.

2.

3.

Inventory of chemicals and other
consumables be provided by UMG.
All lab reports and water tests at time of
transfer.
Effective transfer.

Completion of payment obligations to UMG.

List of all real estate deeds, leases,
easements, transferred into the name of
UMG.
List of all equipment to be transferred back
to the District.
List of all equipment to be retained by UMG.
List of all deferred and prepaid expenses.
Copies of all contracts and agreements
effecting the District.
List of all claims and litigati'on made against
UMG or MWD by any party. (To be updated
the day of-closing).
List all outstanding regulatory issues.
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Ray S. Jones, Il, R4YIRVJNlKSi FBILLVHICRAQlhll. William Hickmans Iii
43 Tolie Lane ~ P.O. Box 3850 ~ Pikeviile, KY 41502 ~ (606) 432-5?77 ~ Fax (606) 432-5154

November 7, 2008

Via Facsimile and Mail Deliverv; (606't 437-7800

Hon. Daniel Stratton
Stratton, Hogg 8c Maddox
P.O. Box 1530
Pikeville, KY 41502

Re: Utility Management Group, LLC

Dear Dan:
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We do not agree that notice of termination has been properly given to Utility Management Group
and we do not agree with your reading ofAppendix F and Appendix H. Therefore, this letter is to notify
you and your client, Mountain Water District, that we are asserting our right to maintain our attorney
client privilege regarding communications between Will Brown, a management employee and partial
owner of Utility Management Group, LLC. and yourself, your client, and any board members, etc. of
your client as well as other managers of Utility Management Group.

We agree thaT'either Greg May, Bob Meyer,'r one of their attorneys will meet with yourself or
your client's board members whenever any discussions need to take place with Wili Brown or any other
VMG managers. We will make every effort to be available on short notice and at your client's
convenience as to both place and time.

Greg and Bob are working on the other items we discussed in our meeting and we hope to have
all of the other information quickly gathered and delivered to you. They are also reviewing the proposed
time line and thinking about who all should be involved in the transition team.

Thank you for your cooperation.

Sincerely,

Zrv) aw),~
William Hickman, Ill

WH/tli

cc: Greg May
Bob Meyer
Will Brown
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DAVID C. STRATTON
STEPHEN L. HOGG
DANIEL P. STRATI'ON

LA% OFFICES OF
STRATTONp HOGG Bs MADDOX, P.S.C.

P.O. BOX 1530
PIKEVILLE, KY 41502

PHONE: (606) 437-7800
FAX; (606) 437-7569

www, shmlaw.corn

HENRY D. STRATTON {1925-1989)
F. BYRD HOGG (1922-1999)
H. EDWARD MADDOX(1946-2003)
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November 11 2008

Hon. William Hickman, III
Jones es Hickman Law Office
P.O. Drawer 3850
Pikeville, Kentucky 41502

Via Facsimile: 432-5154
Hard Copy to follow

Re: Utility Management Group, LLC/Mountain Water District
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Dear Bill:

Thank you for your letter of November 7, 2008. I would respectfully direct your
attention to Section 1.5 of the contract concerning notice. While the contract
provides an address of 500 Suminit Drive, P.O. Box663, Corbin, Kentucky 40702,
as the location ofnotice, Section 1.5provides in the last sentence where received
by the party for which notice is intended if given in any other manner . I sent
notice via facsimile to Greg May, your Chief Operating Officer, and Co-Manager
of the LLC. A hard copy of the fazed notice was sent by U.S. Mail to UMG's
address in PikeviQe. Greg May acknowledged notice by sending a letter to his
employees concerning the same, and he entered into a joint lettei with the
Yoni Akers, the Chairperson ofMountain Water District, acknowledging that
notice of termination had been sent, and was effective April 27, 2009. Ifyou
still believe we have not appropriately given notice pursuant to the terms of the
contract, please advise immediately.

Second, I would dilect your attention to Section 1).4of the contract wherein it
provides, Upon notice of termination by District, UMQ shall assist District m
assuming or transferring operations of the project, for a period ofup to six months

porn the date of notice of termination'. In our meeting with you on November 5,
2008, we discussed an orderly procedure to transition employees from UMG back
to Mountain Water District. At that time, you expressed no objections to us doing
so. In fact, you provided us a hst that we had requested of ail employees.
Further, it was noted by our Chairperson that Mountain Water District employees
were allowed to be used in the transition of the operation from Mountain Water
District to UMG. We believe "good faith" requires like kind support,
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November 11,2008
Page 2

Please advise.

DPS/dsm

cc: Toni Akers
Mike I.itafik

Sincerely,
Stratton, Hogg Bs Maddox, PSC

Daniel P. Stratton
email: dpstratton@setel.com

At that time, we sought to clarify as to whether or npt Will Brpwn your
Superintendent ofour project, was under any form ofcontract with you other than
being an employee at will. You stated he did not have a contract. We advised you
that we planned on a meeting with Mr. Brown to discuss his re-employment by
the District. At that time, you said Mr. Brown had "fiduciarff duties" tp UMQ
noted that we had no interest in any issues concerning UMG, and that all we
wanted to do was to determine if he would be willing to be re-employed by the
District, and if so, the terms and conditions. You did not note any objections to
our re-employment of him.

You have now asserted in your letter of November 7~ that no one from Mountain
Water District, including it's Board members or counsel, can communicate with
Will Brown or any other managers of Utility Management Group without counsel,
Greg May or Bob Meyer being present to do so. You have asserted attorney-client
privilege regarding any such communications. I have reviewed KRE 503 and I
believe your assertion of privilege is wholly misplaced. I won't debate that issue
here, but if in fact you are barring us from communicating with the person that
you have designated as Superintendent for our project, how are we to operate over
the next six months? Ifyou are saying Mr. Brown has no authority to act in the
day to day operations without someone else from UMG present, please advise. If
you want to restrict our communication with him concerning transition issues,
that is your prerogative. However, if you are trying to prevent us from talking to
him or anyone else about future employment with the District, then that is not
acceptable. Such a position would constitute a breach of contract I 11.4),and
breach of good faith.

Bill, we need to sit down and discuss this immediately. It is important fpr both
companies and our community to make this a smooth and orderly transition I
would think that the last thing that UNG would want is a negative reference
concerning their disposition of this matter, much less litigation if we can't get this
matter resolved.
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To Greg May and, Bob Myers

From: Daniel P. Stratton

Date: November 11, 2010
Regarding: UMG / MtVD Contract Negotiations

**++~**++%+ **+%**+% *++*****+0k+ ~*% *4+4'%~ ****
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On behalf of Rhonda James, Mike Spears and myself, we wish to express to you
our appreciation for how well the preliminary negotiations have gone to date. In
order to insure that everyone is on the same page, I was asked to outline the
District's proposed conceptual changes to the contract. We recognize that there
are a number of speciGcs that need to be completed, but we believe that it is
important to make sure that we are on the same page in regard to the big picture,
then we can proceed to work out the details.

The original contract set up a fixed fee arrangement wherein UMG assumes the
risk for aQ variable expenses, except for repair and maintenance. If RSM was over
budget, the District will make up that difference, and if it is under budget, UMG
will refund that amount to the District as the RBaM budget covered your fee. To
date, with a few minor exceptions, which have been off set against each other,
there has been no additional payment or refund.

Up until the amendment of April 29, 2009, UMG received an additional fee f'or
each new water and/or sewer tap; the theory being, that fee would cover the
addition,al cost of servicing these additional customers. The contract also calls for
an annual adjustment in the base rate, based, on the CPI index, if we could not
otherwise agree.

As you know, under this arrangement, the District's financial position deteriorated
due to the rapid. growth of LMI taps, and the contract was amended on April 29,
2009, removing the compensation for each additional tap, thereby reducing it to

. a fixed fee agreement, subject to renegotiation or adjustment.

MWD's proposal for this new contract creates a revenue sharing concept. This is
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to insure that the District can meet it's legal obligations and provide additional
income to UMG. Based on the latest audited information (2009), total sales were
$9,251,799. MWD would be paid 41,791,904per year (based on projected cost),
and UMG would be paid $621,658 per month, our current proposal to UMG, being
the balance of the District's revenues. From these expenses, UMG would assume
all variable expenses (in that you have at least some control over those
expenditures), and there would also be an allocation of $572,892 per year for
RSM,

This would leave the District with two contingent budgetary issues. The first being
any unbudgeted RSM expense, and. the second, any other unbudgeted expenses.
We are proposing that any additional revenue generated over the year, be divided
on a percentage basis with 70% to UMG and 30% to MWD. UMG's share would
cover any increased cost, and if noae, would be additional profit. MWD's share
would be for any contingent expenses. At the end of the c'ontract term, the base
line for both parties would be re-negotiated.

We believe that this format provides sufficient income to the District to meet it'
legal obligations, and provides a necessaxy contingency to maintain Gnancial
health, while at the same time assuring that UMG will have revenue growth to
cover their expenses and profit.
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S.Jones, II ROYCRVJQNERNSILWHECfC59!NP.. Ni)liam H)ckman, ))I
43 Tolie Lane ~ P.O. Box 3850 ~ Pikevilie, KY 41502 ~ (606) 432-5777 ~ Fax (606) 432-5154

November 13,2008

Via FacsimHe: (60Q 437-7800

Hon. Daniel Slratton

Stratton, Hogg 4 Maddox
P.O. Box 1530
Pikeville, KY 41502
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RE: Utility Management Group

Dear Dan:

You and your client are authorized to discuss the day to day operations ofMountain

Water District with the employees ofUtility Management Group, including Will Brown, so long
as no operational, legal, or other issues related to Utility Management Group are discussed.

We are also authorizing you and your client to discuss employment possibilities with

Will Brown provided the discussions occur after hours when Mr. Brown is not on the job for
Utility Management Group and provided that you notify Utility Management Group immediately

if Mr. Brown agrees to go to work for Mountain Water District.

We are reserving comment on all other issues at this time.

Thank you and your client for your cooperation.

Sincerely,

William Hickman, III
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LA% OFFICES OF
STRATTON, HOGG 8 MADDOX, P.S.C.

P.O. BOX 1530
PIKEViLI E, KY 41502

PHONE: (606) 437-7800
FAX: (606) 437-7569

www.shmlaw.corn

DAVID C, STRATTON
STEPHEN L. HOGG
DAMEL P. SIRATION

HENRY D. STRATTON (1925-1989}
F.BYRD HOGG (1922-1999)
H. EDlVARD MADDOXtI946-2003)

November 17, 2008

Hon. WiHiam Hickman, III
Jones Bs Hickman Law Office
P.O. Drawer 3850
Pikeville, Kentucky 41502

Via Facsimile: 432-5154
Hard Copy to follow

Dear Bill:

Re: Utility Management Group, LLC/Mountain Water District
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Thank you for your letter of November 13, 2008, we will proceed accordingly. 0
0

I understand that there are other issues that need to be reserved for future
conversations, however, I would appreciate an answer on the issue you'e raised
concerning our notice of termination. I think it is mute at this point in time, but
I would like confirmation from you on this issue. Ifyou do not agree, then I will
need to resend the notice. We will then need to resolve that issue when we talk
about the other outstanding matters.

I
X
To

DPS/dsm

cc: Toni Akers
Mike Litafik
Mike Spears

Sincerely,
Stratton, Hogg Bt Maddox, PSC

Daniel P. Stratton
email: dpstrattoeRsetel.corn
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LAW OFFICES OF
STRATTON HOGG 8s MADDOX, P.S.C.

P.O. BOX 1530
PIKEVILLE, KY 41502

PHONE: (606) 437-7800
FAX: (606) 437-7569

www. shmlaw.corn

DAVID C. STRATIQN
STEPHEN L. HOGG
DANIEL P. STRATZON

HENRY D. STRATfoN (1925-1989)
F. BYRD HOGG (1922-1999)
H. EDWARD MADDOX(1946-2003)

March 31, 2009

Hon. William Hickman, III
Jones Gs Hickman Law Office
P.O. Drawer 3850
Pikeville, Kentucky 4 1502
Via email: williamhickma1lbellsouth.net

Re: Utility Management Group, LLC/Mountain Water District Contract

Dear Bill:

In order to expedite the matter, I am sending Greg and Bob a cppy pf this
information along with a copy of the notifIcation letter of the settlement to Judge
Rutherford, and proposed joint press release to be issued. If ther{ Is any changes
you have to the press release, please advise.

If everything is satisfactory in regard to the contract, please have your chent sig
the same and return it to me for Toni's signature.

Sincerely,
Stratton, Hogg 8 Maddox, PSC

Daniel P. Stratton
email: dpstrattonSsetel.comDPS/dsm

Enclosures
cc: Greg May via email: ereemavSumellc.net

Bpb Meyer via email: bmeverSumellc.net

.As I am sure you know, our clients reached an agreement yesterday concerning
cancellation of UMG's contract. Greg presented to the Bpard a settlement
proposal which was accepted. Pursuant to instructions from the Board, I have
prepared an amendment to the contract to reflect those changes. Please f1nd
attached the proposal made by Greg, and the proposed amendment to the
contract. I have tried to copy the proposal's language as closely as I could Ir
those other areas, I referenced the original contract. Ifyou have any addit,.pns pr
corrections, please advise.
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AMENDMENT TO AGREEMENT FOR OPERATIONS,
MAINTENANCE AND MANAGEMENT SERVICES

THIS AGREEMENT entered into this day of April, 2009, by and

between Mountain Water District, Post Office Box 3157, Pikeville, Kentucky

41502, hereinafter ("DISTRICT ), and Utilities Management Group, LLC, Post

Office Box 663, Corbin, Kentucky 40702, hereinafter ("UMG").

WHEREAS, the parties hereto entered into an agreement for UMG to

provide operations, maintenance and management services to the DISTRICT on

or about the 3«day of July, 2005 f"CONTRACT'); and

WHEREAS, pursuant to section 11 the of the CONTRACT, the DISTRICT

issued a notice of termination of the CONTRACT on or about the 29th day of

October, 2008; and

WHEREAS, the parties hereto have agreed to amend the CONTRACT so

as to continue the same.

NOW THEREFORE WITNESSETH:

That for and in consideration of the mutual covenants and promises

contained herein, the DISTRICT and UMG agree as follows:

I) DISTRICT agrees to rescind its termination of UMG's CONTRACT

dated July 3«, 2005.

2) The CONTRACT will run its fuQ term, terminating at the end of its

term on June 30, 2010.

3) UMG wjll provide the DISTRICT, upon closing of this agreement, a

"forgivable" Five Hundred Thousand Dollar (4500,000) loan. UMG will
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amortize this "loan over a period of five (5) years at an assumed rate of five.

percent (5'lo). Should the DISTRICT decide at any time to terminate its

CONTRACT with UMG, the DISTRICT agrees that it will repay UMG for the total

amount of the unamortized balance of the loan at the time of CONTRACT

termination. The schedule for amortization is attached as Exhibit A.

4) UMG agrees to reduce the DISTRICT's obligation to pay repair and

maintenance expense Thirty Thousand Nine Hundred and Forty Dollars

{430,940)for the current fiscal year.

5) Effective with the April 2009 invoice, UMG will reduce its operating

and monthly management fee by the sum of Forty Six Thousand Dollars

{446,000)per month.

6) The third paragraph in section 7.1 of the CONTRACT shall be

deleted, and the parties agree that in lieu of that formula, UMG's management

fee will be increased on an annual basis as provided in section 7.4 of the

CONTRACT.

7) Sections 3.4 and 4.5 of the CONTRACT provided that UMG shall

pay all cost incurred in normal waste water, utility operations, and normal

water operations which include power bills These provisions will be amended

as follows:

a) Each year UMG will provide the DISTRICT with a
comprehensive analysis of the total kilowatt hours, as well as
the average cost per kilowatt hour paid by UMG for all
DISTRICT owned facilities.

b) Should the told cost to UMG for DISTRICT electrical bills
increase over the previous year (either because of an
increase in the amount of kilowatt hours or due to an
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increase in the average cost per kilowatt hour), the DISTRICT
will pay UMG for the net increase in cost. Should the total
cost decrease, UMG will reimburse the DISTRICT for the net
decrease in cost.

'0
IIC
130
<0

U3

8) The parties acknowledge that the DISTRICT may, at its discretion,

hire an individual to provide administrative and financial oversight for the

DISTRICT, and report directly to the Board of Commissioners. This expense

shall be borne solely by the DISTRICT.

9) All other provisions of the CONTRACT will remain the same.

10) The provisions of this amendment will prevail over any provision in

the CONTRACT inconsistent with this amendment.

IN WITNESS WHEREOF, the parties hereto have agreed the date and

year first above written.
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MOUNTAIN WATER DISTRICT

BV:

UTILITIES hGLRAGEMEST GROUP, LLC
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Utility Management Group, LLC

CONTRACT AMKNDMKNT PROPOSAL

Submitted to

MOUNTAIN WATER DISTRICT

March 30, 2009

Despite Mountain Water District's stated intent to terminate its management contract
with Utility Management Group at the end of April, UMG feels that a continuation of the
contract through the end of its original five year term can —with certain concessions from
UMG —be beneficial to both the District and UMG. The concessions that UMG is
willing to make to the District are as follows:

1. With regard to the District's request for an immediate infusion of cash to the
District from UMG to assist with its shoit term cash flow problems, UMG will:

A. Provide the District with a $500,000.00 "forgiveable" loan irmriediately
upon the execution of a revised management contract between the District
and UMG. UMG will amoitize this "loan" over a period of five years at
an assumed rate of 5%. Should the District decide, at any time, to
terminate its contract with UMG, the District agrees that it will repay
UMG for the total amount of the unamortized balance of the loan at the
time of contract termination.

B. As of the end of February, 2009, the District's Repair & Maintenance
expenditures have exceeded the contract ceiling by the amount of
$61,880.00. Should the District agree to continue its present contract with
UMG through June 2010, it will reduce the District's obligation to repay
this overage by 50% ($30,940.00).

2. With regard to a reduction in monthly management fee reductions, UMG
proposes the following:

A. UMG, effective with the April 2009 invoice to Mountain Water District,
will reduce the Operation & Management portion of its monthly fee by
4&6,000.00 per month. This will reduce the District's annual contract fee
expense to UMG by $432,000.00.

3. UMG is also recommending and agreeing to a change in the manner in which its
contract fee is adjusted. At the present time, the contract allows for an automatic



increase in UMG's monthly fee based on the number of new water and sewer
customers added to tlie District's customer base. In lieu of that forniula, UMG
proposes that its management fee be increased on an annual basis based on either
a negotiated amount or an automatic increase annually based on the CPI.

As we indicated previously, UMG is cognizant of the District's financial
obligations regarding annual bond / debt payments and funding various reserve
accounts. With an immediate infusion of $500,000 into the District's cash flow, it
can either elect to paitially fund its required reserve accounts or eliminate all or
pait of its recent loan with Community Trust Bank. UMG also commits its
resources to coordinating with state legislators and funding agencies to secure
grant funds for the purpose of replenishing its reserve funds and assisting with
various bond payments.

In addition to the aiuiual contract fee adjustment in item 2C above, the District
agrees that an annual adjustment will be made for the cost of providing electrical
service to all of the District's facilities (paid by UMG). Each year, UMG will
provide the District with a comprehensive analysis of the total kilowatt hours as
well as the average cost per kilowatt hour paid by UMG for all District owned
facilities. Should the total cost to UMG for District electric bills increase over the
previous year (either because of an increase in the total amount of kilowatt hours
or due to an increase in the average cost per kilowatt hour), the District will pay
UMG for the net increase in cost. Should the total cost decrease, UMG will
reimburse the District for the net decrease in costs.

UMG concurs with the District that it is in the District's best interest to lure an
individual (on the District's payroll) to provide administrative and financial
oversight for the District —and to repoit directly to the District's Commissioners.
This was part of the District's rationale in its initial request for a contract
concession from UMG. Consequently, UMG strongly encourages the District to
hire a qualified individual in that capacity, and will assist the District with
identifying and orienting that individual.

UMG is prepared to work with District in finalizing and executing a contract
amendment which incorporates the terms and conditions in this proposal.

Submitted to Mountain 8'ater District by:

UTILITY MANAGEMENT GROUP, LLC
Greg May, Chief Operating Officer

Date



UViG AMORTIZATION SCHEDULE

Description Loan: UMG to MWD

Loan Amount:: $500,000.00
Interest Rate; G.p0%
Term (Months); GP

Loan Date: '/1/2009
Monthly Payment: $9,435.62
Lender:

)
Month ) Pmt Date )

Beginning Balance

1 5/1/2009
2 6/1/2009
3 7/1/2009
4 8/1/2009
5 9/1/2009
6 10/1/2009
7 11/1/2009
8 12/1/2009
9 1/1/2010

10 2/1/2010
11 3/1/2010
12 4/1/2010
13 5/'I/2010

14 6/1/2010
15 7/1/2010
16 8/1/2010
17 9/1/2010
18 10/1/2010
19 11/1/2010
20,12/1/2010
21 1/1/2011
22 2/1/2011
23 3/1/2011
24 4/1/2011
25 5/1/2011
26 6/1/201'I

27 7/1/2011
28 8/1/2011
29 9/1/2011
30 10/1/2011
31 11/1/2011
32 12/1/2011
33 1/'I/2012

34 2/1/2012
35 3/1/2012
36 4/1/2012
37 5/1/2012
38 6/1/2012
39 ?/1/2012
40 8/1/2012
41 9/1/2012
42 10/1/2012
43 11/1/2012
44 12/1/2012
45 1/1/2013
46 2/1/2013
47 3/1/2013
48 4/1/2013
49 5/1/2013
50 6/1/2013
51 7/1/201 3
52 8/1/2013
53 9/1/2013
54 10/1/2013
55 11/1/2013
56 12/1/2013
57 1/1/2014
58 2/1/2014
59 3/1/2014
60 4/1/2014

$9,435,62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435,62
$9,435,62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435,62
$9,435.62
$9,435,62
$9,435.62
$9,435.62
$9,435,62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435,62
$9,435,62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435,62
$9,435,62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435.62
$9,435,62
$9,435.62
$9,435,62

$7,352.28
$7,382.92
$7,413.68
$7,444.57
$7,475.59
$7,506.74
$7,538.02
$7,569.42
$7,600.96
$7,632.63
$7,664.44
$7,696.37
$7,728.44
$7,760.64
$7,792,98
$7,825.45
$7,858,05
$7,890.80
$7,923.68
$7,956.69
$7,989.84
$8,023,13
$8,056.56
$8,090.13
$8,123.84
$8,157.69
$8,191.68
$8,225.81
$8,260.09
$8,294.50
$8,329,07
$8,363.77
$8,398.62
$8,433.61
$8,468.75
$8,504.04
$8,539.47
$8,575.05
$8,610.78
$8,646,66
$8,682.69
$8,718,87
$8,755.20
$8,791.68
$8,828.31
$8,865.09
$8,902.03
$8,939.12
$8,976.37
$9,013.77
$9,051,33
$9,089.04
$9,126.91
$9,164.94
$9,203.13
$9,241.47
$9,279.98
$9,318.65
$9,357.48
$9,396.46

$2,083.33
$2,052.70
$2,021.94
$1,991.05
$1,960.03
$1,928.88
$1,897.60
$1,866.19
$1,834.65
$1,802.98
$1,771.18
$1,739,24
$1,707.18
$1,674.97
$1,642.64
$1,610.17
$1,577.56
$1,544.82
$1,511.94
$1,478.93
$ 'l,445.77
$1,412,48
$1,379.05
$1,345.48
$1,311.77
$1,277.93
$1,243.94
$1,209.80
$1,175.53
$1,141.11
$1,106.55
$1,071.85
$1,037.00
$1,002.00

$966.86
$931.58
$896,14
$860.5G
$824,83
$788,95
$752.93
$716.75
$680.42
$643,94
$607,31
$570.52
$533,59
$496.49
$459.25
$421.85
$384.29
$346.58
$308,70
$270,68
$232.49
$194.14
$ 'I 55.64
$116.97

$78.14
$39.15

PmtAmt ) Inter Exp ( Principal Balance

$500,000.00
$492,G47.72
$485,264.80
$477,851.12
$470,406.55
$462,930.96
$455,424.22
$447,886.20
$440,316.78
$432,715.82
$425,083.18
$417,418.75
$409,722.37
$401,993,93
$394,233.29
$386,440.31
$378,614,86
$370,756,81
$362,8G6.01
$354,942.34
$346,985.65
$338,995.80
$330,972.67
$322,916.11
$314,825.97
$306,702.13
$298,544.44
$290,352,76
$282,126.94
$273,866.86
$265,572.35
$257,243.29
$248,879,52
$240,480.90
'I)232,047.28
$223,578.53
$215,074.49
$206,535.02
$197,959.96
$189,349.18
$180,702.52
$172,019.83
$163,300.96
$154,545.76
$145,754.09
$136,925.78
$128,060.69
$119,158.66
$110,219.53
$101,243,17
$92,229.40
$83,178.07
$74,089,03
$64,962.11
$55,797.17
$46,594.04
$37,352.57
$28,072.59
$18,753.94
$9,396.46

$0.00



FOUNTAIN WATER DISTRICT
o JII/IMARY OF REVENUES

& DISBURSEMENTS
2007-2009

2007 Average 2008 Average 2009 Projected
TOTAL Per Month TOTAL Per Month YTD 2009-2010

(Per Audit) (Unaudited) (Unaudited)
REVENUE

Customer Payments
Water
Sewer

7,280,232 606,686 7,997,278
839,581 69,965 781,430

666,440 1,298,263
65,119 141,258

TOTAL REVENUE
'/o Increase from prev year.

8,119,813 676,651 8,778,708 731,559
4.0'/o 8 1o/o

1,439,521 9,018,972
2.7'/o

DISBURSEMENTS (Excluding Non-Cas
Commissioners'ayroll
Legal Fees
Accounting Fees
Other Contract Services
Insurance
Settlement Expenses
Contr Mgmt Expense Assumed
Miscellaneous Expenses

30,000
18,723
53,312

0
0

15,190

2,500
1,560
4,443

0
0
0
0

1,266

33,635
42,333
63,599

15,581

2,803
3,528
5,300

0
0
0
0

1,298

2,148
9,736
1,590

0
0

25,500
(8,180)
2,839

33,635
30,000
50,000
10,000

25,500

25,000

Contract Management Fees
Operations
Repair & Maintenance

Total Contract Mgmt Fees
I

DEBT PAYMENTS / RESERVES
Principal 8 Interest Payments

RD Loans
KIA Loans
CTB Loan - Bond Pmts
CTB Loan - Old Projects

Total Principal 8 Inter. Pmts

I

Payments to Reserve Accounts

I

TOTAL CASH D1SBURSED
REV. OVER/(UNDER) EXPENDITURES

1,283,352

740,990
545,201

0
0

1,286,191

8,118,799
1,014

9,017,347
(238,639)

6,268,101 522,342 7,068,415
450,121 37,510 507,593

6,718,222 559,852 7,576,008

589,035 6,715,608
42,299 510,180

631,334 639,337 7,225,788

795,393
380,543
114,576
100,728

0 1,391,240

8,791,163
227,809

NOTE: The above projections for 2mt include any budgeted expenses for
a "Financial/Administrative Over» If the total cost for that position

including salary and benefits is $.t cash flow for the District would be reduced accordingly.
Adjusted positive cash flow:

(75,000)
152,809

NOTE 2: The above projections do imated annual payments into reserve accounts.



SI'EARS MANAGEMENT ANO CONSULTING, INC.
P.O. BOX 2932

PIKEVILLK, KY 41502
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April 2, 2009

Mountain Water District
Board of Commisioners
Pikeville, KY 41653

RE: UMG, LLC Contract Amendment Proposal

Dear Commissioners,

Afier Monday's board meeting, I reviewed the proposal made by UMG. I took the proposal
and broke it down line item by line item. I have attached the spreadsheet for such. I have
projected that it would save the District approximately $652,547 over the next 15 months through
June 30, 2010. I have also done a spreadsheet for your review to compare that to the lowest offer
that was made to UMG by the District during our negotiations. In that offer we asked for a
$2,130,000 concession fi'om UMG through June 30, 2010. I have taken $75,000 out of that
amount for an Administrative salary that we anticipated hiring if UMG accepted, in order to make
the two proposals comparative. I concluded that the offer by UMG is $1,402,453 less than what
was offered to them as our lowest oFer.

Also if the District goes ahead with the termination of UMG's contract versus extending it,
the District would owe an unamortized amount due to UMG of $144,052.00.If in fact the Board
decides to accept the proposal and does not extend the contract of UMG beyond June 30, 2010
then the board will owe an unamortized amount of $394,233.29 at that time, an increase of
$250,181.29for staying in the contract through the end date of the original contract.

Also in the offer &om UMG Item 3 takes away the floor CPI of 2.5 %, therefore I used that
potential loss in my calculations. Items 3 and 5 have some unknowns in them and' can only
estimate the effect of them and have done so ia my calculations.

Keep in mind that we already had to borrow $500,000.00 f'rom Community Trust Bank in
December of 2008 to make bond paymeats because of cash low problems. The Contract
amendment does not reference this other than to say in Item 4 that we could use the new loan
fi'om UMG to pay that off. This does nothing but replaces us owing Community Trust Bank by
us owing UMG instead. I don't see any advantage in this scenario.

In light of the analysis as presented, I cannot recommend the Board accept this Amendment
as proposed. It does not solve the long-term cash flow requirements of the District. I cannot see
any way of reestablishing our Bond reserves and have very grave concerns that we would not be
able to meet Bond payments as well.

I appreciate the opportunity to serve you and if you have any questions please feel fic to
contact me at 886-8040.

Sincerely,

Michael R. Spears, CPA
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Mountain Water District

O
h
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Item 1. Infusion of cash of $500,000 into the district, in the form of a
forgiveable loan. Amortized at five years at 5 % interest. $ 500,000.00

Actual Concession

If we don't extend the contract beyond the June 30, 2010 date
then we repay UMG the following amount as per their schedule (394,233.29)

Actual Cash infusion if we don't extend the contract 105,766.71

March 30 Contract Amendment Proposal
Calculation of the Concession by UMG

ln the event that we don't extend the original contract past June 30, 2010.
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Item 2. UMG agrees to reduce monthly fees by $46,000 per month

per statement before the vote was cast, instead of the $36,000
on the contract I worked from. This was to be effective April 2009.

Item 3. I cant calculate the savings because we don't know what the CPI
will do. But if I project 1000 new custmers at $23.50 per month

assuming they come on ratably over the year and there is no CPI
increase then the savings would be

Note: This is offset by CPI increases if any.

Loss of floor CPI of 2.5% at $7,571,376 based on Aug 08 bill

Item 4. No contractual obligation in this item because $500K is item 1.

Item 5. According to numbers provided during negotiations Electric was

$724,000 per year per my notes. This seems low to me but for

analysis this is fine. Assume projected increase in Rate of
7.5%, only UMG can control Kilowatt hours so this should be
eliminated, Addition cost to the District would be

Item 6. Additional cost to hire Administrator is a cost to the Board even
though it is not a concession by UMG. Therefore it is included.

Projected Savings to the Board if the contract expires in June 2010.

690,000.00

188,940.00

(189,284.40)

(67,875.00)

(75,000.00)

652,547.31
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UMG AMORTIZATION SCHEDULE

Description UMG Capital Costs - MWD Contract
Loan Amount:: $547,494.17
Interest Rate: 6.50oio

Term (Months): 60
Purchase Date: 7/1/2005
Monthly Payment: $10,712.35
Lender:

lO

0
a
L
O.

(6
O

) Month ) Pmt Date )

Beginning Ba!ance

1 8/1/2005
2 9/1/2005
3 10/1/2005
4 11/1/2005
5 12/1/2005
6 1/1/2006
7 2/1/2006
8 3/1/2006
9 4/1/2006

10 5/1/2006
11 6/1/2006
12 7/1/2006
13 8/1/2006
14 9/1/2006
15 10/1/2006
16 11/1/2006

--1 7- - 12/1-/2006

18 1/1/2007
19 2/1/2007
20 3/1/2007
21 4/1/2007
22 5/1I2007
23 6/1/2007
24 7/1/2007
25 8/1/2007
26 9/1/2007
27 10/1/2007
28 11/1/2007
29 12/1/2007
30 'I/1/2008

31 2/1/2008
32 3/1/2008
33 4/1/2008
34 5/1/2008
35 6/1I2008
36 7/1/2008

$10,712.35
$10,712.35
$10,712.35
$10,712.35
$10,712.35
$10,712.35
$10,712.35
$10,712.35
$10,712.35
$10,712.36
$10,712.35
$10,712,35
$10,712.35
$10,712.35
$10,712.35
$10,712.35

—$-1-0;7-12;35
$10,712.35
$10,712.35
$10,712.35
$10,712.35
$10,712.35
$10,712.35
$10,712.35
$10,712.35
$10,712,35
$10,712.35
$10,712.35
$10,712,35
$10,712.35
$10,712.35
$10,712,35
$10,712.35
$10,712.35
$10,712.35
$10,712,35

$2,965.59
$2,923.63
$2,881.44
$2,839.03
$2,796.38
$2,753.50
$2,710.39
$2,667.05
$2,623.47
$2,579.65
$2,535.60
$2,491.31
$2,446.78
$2,402.01
$2,356.99
$2,311.73
$2-,266.23
$2,220.48
$2,174.48
$2,128.24
$2,081.74
$2,034.99
$1,987.99
$1,940.73
$1,893.22
$1,845.45
$1,79?.42
$1,749.13
$1,700.58
$1,651.?6
$ I,602.69
$1,553.34
$1,503.73
$1,453.85
$1,403.70
$1,353.28

$7,?46.?6
$7,788.72
$7,830.91
$7,873.33
$ ,915.97
$7,958.85
$8,001.96
$8,045.31
$8,088.89
$8,132.70
$8,176.75
$8,221.04
$8,265.57
$8,310.35
$8,355.36
$8,400.62

$539,747.41
$531,958.69
$524,127.78
$516,254,46
$608,338.48
$500,379.63
$492,377.67
$484,332.36
$476,243.48
$468,110.78
$459,934.02
$451,712.98
$443,447.41
$435,137.06
$426,781.70
$418,381.08
$409-;934-.96—
$401,443.09

$8-,446.12
$8,491.8?
$8,537.87
$8,584.12
$8,630.61
$8,677.36
$8,724.36
$8,771.62
$8,819.13
$8,866.90
$8,914.93
$8,963.22
$9,011.77
$9,060.59
$9,109.67
$9,159.01
$9,208.62
$9,258.50
$9,308.65
$9,359.07

$392,905.22
$384,321.11
$375,690.50
$367,013.13
$358,288.77
$349,517.15
$340,698.01
$331,831.11
$322,916.18
$313,952.95
$304,941.18
$295,880.59
$286,770.93
$27?,611.92
$268,403.30
$259,144.80
$249,836.14
$240,477.07

Pmt Arnt ) Inter Exp ) Principal ) Balance
$847 494.17
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UMG AMORTIZATION SCHEDULE

Description UMG Capital Costs - MND Contract

Month

37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53

..54
55
56
57
58
59
60

PmtDate 'mtAmt
8/1/2008 $10,712.35
9/'I/2008 $10,712.35

10/1/2008 $10,712.35
11/1/2008 $10,712.35
12/1/2008 $10,712.35

1/1/2009 $ '1 0,712.35
2/1/2009 $10,712.35
3/1/2009 $10,712.35
4/1/2009 $10,712.35
5/1/2009 $10,712.35
6/1/2009 $10,712.35
7/1/2009 $10,712.35
8/1I2009 $10,712.35
9/1/2009 $10,712.35

10/1/2009 $10,712.35
11/1/2009 $10,712.35
12/'I/2009 $10,712.35

ILL/2010... $10,712.35..
2/1/20'1 0 $10,712.35
3/1/2010 $10,712.35
4/1/2010 $10,712.35
5/1/2010 $10,712.35
6/1/20'I 0 $10,7'I 2.35
7/1 /2010 $10,712.35

inter Exp

$1,302.58
$1,251.61
$1,200.37
$1,148.85
$1,097.04
$1,044.96

$992.60
$939.95
$887.01
$833.79
$780.28
$726.48
$672.39
$618.01
$563.33
$508.36
$453.09
.$.397.52
$341.65
$285.47
$228,99
$172.21
$115.11

$57.71

Principal

$9,409.77
$9,460.74
$9,5i1.98
$9,563.51
$9,615.31
$9,667.39
$9,719.76
$9,772 41
$9,825.34
$9,878.56
$9,932.07
$9,985.87

$10,039.96
$10,094.34
$10,149.02
$10,203.99
$10,259.26
$.1.0.,314.83..
$10,370.71
$10,426.88
$10,483.36
$10,540.15
$ 10,597.24
$10,654.64

Loan Amount:: $547,494.17
Interest Rate: 6.50%
Term (Months): 60
Purchase Date: 7/1/2005
Monthly Payment: $10,712.35
Lender:

Balance

$231,067.30
$221,606.57
$212,094.58
$202,531.08
$192,915.77
$183,248.38
$173,528.62
$163,756.21
$153,930.87
$144,052.31
$134,120.25
$124,134.38
$114,094.42
$104,000.08

$93,851.06
$83,647.07
$73,387.81
$63,0?2,97
$52,702.26
$42,275.38
$31,792.02
$21,251.88
$10,654.64
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EXHIBIT 1

CAPITAL ASSETS ACQUIRED FOR MOUNTAIN WATER DISTRICT

BY 5OURCE OF FUNDING (AND OWNERSHIP)

12/31/201 0

ACQUISITION

COST

PURCHASED BY
UMG.'ammerhead

Mole

2005 Expedition

2006 GMC Sierra

Hammerhead Mole

Hammerhead Mole

Air Compressor

Air Compressor

2 Way Radio

Camera

Tilt Bed Trailer

Aqua Scope
Engine Scanner

Trencher

Laptop Computer

Trailer

Laptop Computer

Data Recorder

Computer

Pressure Logger

Laptop Computer

Phone System

Parking Lot Paved

Laptop Computer

2009 Yukon

Laptop Computer

Cameras/DVR

2009 F150
Trailer

Auto Dialer

Desktop PC

2005 F350
2006 F250

TOTALS

11/30/2005 5
6/3o/zoos 5
7/10/2006 5
8/31/2006 $
11/6/2006 5
1/31/2007 $
1/31/2007 5
1/31/2007 $
1/31/2007 5
1/31/2007 5
1/31/zoo7 $
1/31/2007 $
4/27/2007 $
1/23/2008 $
1/31/2008 5
2/25/2008 5
2/20/2008 5
4/30/2008 5
5/20/2008 5

8/5/2008 5
8/21/2008 5
8/29/2008 $ ,

12/18/2008 5
4/28/2009 5
5/31/2OO9 5
6/19/2009 $

6/9/2009 $
6/25/2009'

9/28/2009 5
11/13/2009 $
7/23/2010 $
7/z3/zo1o $

$

3,700.00
34,448.02
31,951.40

3,808.83
3,826.68
2,771.99
1,358.78
3,147.00
5,126.77
7,368.20
2,092A4

2,546.01
4,001.00
1,680.06
2,495.00
1,619.68
2,717.50
3,385.00

420.00
1,185.00

17,592.44
14,000.00
1,163.90

53,227.62
660.01

1,355.00
48,000.00

7,282.20
3,044.00

599.98
13,500.00
11,500.00

291,574.51

Weedeater

Trash Pump

Cut Off Saw

Radios/Chargers

Calorimeter

2005 Ranger

Ford F250
Trailer

Mini Excavator

Ford F250

8/31/2005 5
8/31/2005 5

10/31/2005 5
11/30/2005 5
11/30/2005 5
12/31/2005 5
z/zs/zoos 5

8/4/2006 5
8/30/2006 5
8/31/2006 5

275.00
892.62
821.08

1,361.00
1,018.54

17,840.65
32,929,95
7,656.00

29,503.00
31,400.00

PURCHASED BY MOUNTAIN WATER DISTRICT:

34,448.02
31,951AO

5 3,700.00

7,368.20

$

5
5
5
$
5

3,808.83
3,826.68
2,771.99
1,358.78
3,147.00
5,126.77

4,001.00

2,495.00

53,227.62

$ 2,092.44

$ 2,546.01

$ 2,717.50

420.00

$ 1,680.06

$ 1,619.68

$ 3,385.00

5 1,185.00
5 17,592 44
$ 14,000.00
5 ',163.90

48,000.00
7,282.20

5 660.01
5 1,355.00

$ 3,O44.OO

$ 599.98
13,500.00
11,500.00

213,773.44 $ 31,516.00 $ 46,285.07

$ 17,840.65

$ 32,929.95
5 7,656.00
$ 29,503.00

$ 31,400.00

$ 275.00

5 892.62

$ 821.08

$ 1,361.00
$ 1,018.54

TYPE OF CAPITAL ASSET

VEHICLE5/ EQUIPMENT/ OFFICE

ROLLING STOCK LARGE TOOLS fQUIPMENT
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EXHIBIT I
CAPITAL ASSETS ACQUIRED FOR IVIOUNTAIN WATER DISTRICT

BY SOURCE OF FUNDING (AND OWNERSHIP)

12/31/2010

Ford F250

Ford F350

Dump Truck

2008 Colorado

2008 Colorado

200S Nissan

2008 Ranger

2008 Ranger

2008 Ranger

2008 Ranger

Phone System

Postage Machine

Computer Domain

Payroll Software

Komatsu Mini Exc

Pressure Washer

2009 Chevy PU

2009 Chevy PU

TOTALS

8/31/2006
8/31/2006
5/19/2007

8/6/2007
8/9/2007

10/24/2007
12/2/2007

7/29/2008

7/29/2008
7/29/2008
2/25/2009

3/18/2009
3/30/2009
4/21/2009
4/30/2009
6/22/2009
9/29/2009

9/29/2009'CQUISITION

COST

31,400.00
36,089.00
70,772.00
12,639.65
12,639.65
24,769.00
19,090.00
16,404.00
16,404.00
16,404.00
10,000.00
1,477.00

300.00
1,590.00

37,5&0.00
2,200.00

34,406.24
34,406.24

502,26S.62

TYPE OF CAPITAL ASSET

VEHICLES/ EQUIPMENT/

ROLLING STOCK LARGE TOOLS

$ 31,400.00
36,089.00

$ 70,772.00

5 12,639.65
$ 12,639.65
$ 24,769.00

$ 19,090.00
$ 16,404.00
5 16,404.00
5 16 404 00

OFFICE

EQUIPMENT

5 10,000.00

$ 1,477.00
5 300.00
$ 1,590.00

$ 37,580.00
5 2,200.00

$ 34,406.24
$ 34,406.24

$ 482,333.38 $ 6,568.24 $ 13,367.00
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Radios

Trailer

Band Saw

Hose Combo Kit

Scanner Uodate

Hydrant Gauge

Refrigerator

Settleorneter Kit

Flow Meter

Shut off Tool

Weedeater

Hole Saw

Wastewater Probe

Impact Wrench

Vega Drill. Etc

Refrigerator

Trash Pump

Radios

Laptop, etc. Mtr Rdng

Correlator Upgrade
TOTALS

ACCOUNT:

1/31/2008 $
6/30/2008 5
1/23/2008 5
1/31/2008 5
8/29/?008 $

10/27/2008 $
5/27/2009 $

3/6/2009 5
9/9/2009 5
5/8/2009 5

6/30/2009 5
7/31/2009 5

11/19/2009 5
1/28/2010 5
8/31/2010 5
1/22/2010 5
3/21/2010 5
8/10/2010 5
8/30/2010 5
9/21/2010 5

$

3,663.00
552.48
397.90

1,194.69
979.00.....
405.96
660.58

1,142.38
5,856.46

325.00
264.67
588.07
731.&1
205.00

1,465,50
1,220.53

597.12
1,S92.10

13,650.00
10,077.43
45,869.48

552.48

5
5
5
5

552.48 $

$

$

$

3,663.00

397.90
1,194.69
...973.00.

405.96

1,142.38
5,856.46

325.00
264.67
588.07
731.61
205.00

1,465.50

5 1,220.53
597.12

1,892.10
13,650.00
10,077.43
43,435.89 $ 1,881.11

5 660.58
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ITEM

New Telephone System:

Subtotal new phone system:

DATE 'ENDOR 'MOUNT
6/13/2008 S.E.Telephone $13,796.22
8/22/2008 S,E. Telephone $1 3,796.22

'2?,592.44

Personal Computers/La ptops
Refurbished Desktops
Spartan Laptop
intel Penlium Workstation
intel Pentium Workstation
Intel Pentium Workstation
Intel Pentium Workstation
Intel Pentium Workstation
Lenovo Laptop
17" FIat Panel Monitor

Desktop Computer (Tammy)
New Server
Dell Notebook
New Laptop
Dell Computer

Subtotal computers/laptops

2/28/2006
5I20/2006
8/30/2006
9I17/2006
11/9/2006
1/1 3/200?
2/16/2007
3I5I2007

6/1?I2007
8/17I2007

12/1 2/2007
6/4/2008
8/5/2008

11/20/2008

Kimberlain IT
Klmberlain IT
Kimberlain IT
Kimberlain IT
Kimberlain IT
Kimberlain IT
Kimberlain IT
Kimberlain IT
Kfmberlain IT

Kimberlain IT
Kirnberlain IT

Staples
W Brown
W Brown AmEx

$1,677.00
$1,558.20
$1,433.48
$1,409.10
$1,375.00
$1,480.00
$1,369.30

$864.00
$352.50

$1,279.00
$6,081.00

$929.97
$1,185.00
$1,163.90

$22,157.45

UTILITY MANAGEMENT GROUP, LLC
SCHEDULE OF CAPITAL EXPENDITURES FOR OFFICE EQUIPMENT

FOR NIOUMTAIN WATER DISTRICT PAID BY UMG, LLC
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Refrigerator

TOTAL CAPITAL EQUIPMENT
.(.OFF.ICE).PAID. BY.U.MG

8/22/2008 Sears $455.79

- -$501205.68
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Contract Development Costs,'/ Amortization
Utility Management Group, LLC

12/31/06

ITEM
07/08/05 Loan Fee Huntington Natl. Bank (60 Mo.)
07/27/05 Sick / Vacation / Pers. Time Buyout (60 Mo.) (A)
08/12/05 Reimbursement for Retirement (59 Mo.) (B)
09/01/05 Retirement Buyout (58 Mo.)

Amount
19,786.6$

320,000,00%
121,812.50
43, 719.00

505,318.17

2005 Capital Items Purchased 2005
TOTAL TO BE AMORTIZED

42,176.00 /tl ~ 4
547,494.17 J

ADDITIONAL CAPITAL EXPENSE ASSUMED BY UMG:
MWD Consolidation Loan: Monthly Pmls made

by UMG for 32 months @$6 126,40/month

TOTAL INITtAL CAPITAL EXPENSE

; 196,044.80 J

I 743,538.97 l

Current U/I//G Liabi%ty for Accrued Vacation/Pers Days I 132,676.68 I

(A) UMG paid $320,000 to MWD to buyout Sick / Vacatiorl / Personal time. MWD paid the employees.
(B) UMG paid $121,812.50to employees via payroll. This',was for the nonvested portion the MWD

employees lost when they became employees of UMG and the new 401k plan was established.
The were paid a bonus by UMG and they were giverI the option to contribute 100% of the bonus
to the 401k plan.

Kerox WorkCentre 7845 04-02-09 Letter - S ears to MWD ..ThP u Oct 30 18:13:422014 Media Type: Default Color: Automatic Office: sRGB-Display Press: Commercial Print Quality: Standard
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Ray 3.Jones, ll Nfllfalli Hickman,
Roy J.Oowney

43 Tolls Lane ~ P.O. 8ox 3850 ~ PHcevf lie, KY 41502 ~ (606) 432-5777 ~ Fax (608) 432-5154

April 16,2009

Danny Stratton
Stratton, Hogg 4, Maddox, PSC
PO Box 1530
Pikeville, KY 41S02

Re: Amendment to Agreement for Operations,
Maintenance and Management Services

Dear Dan'
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We suggest the following changes to your rough draR:

Paragraph 3 UMG will provide the District, upon closing ofthis agreement, a Five Hundred
Thousand Dollar {$500,000.00) loan. This loan will be amortized over a period of
five years at a shnple interest rate of five percent per annum according to the
Schedule for Amortization that is attached hereto as Exhibit A and which is
incorporated herein as if set forth at length. For each full month that this contract
re»ss»< m effect or is extended or renewed, UMG agrees to "forgive" or
otherwise not require that a payment actually be made &om the District to UMG.
Should the contract or any renewal or extension not be in place between the
District and UMQ the District agrees that it will repay UMG for the total amount

ofthe unamortized balance of the lo'an at the time that the Contract has ended or
is no longer in e8ect.

Paragraph 4 As of the end ofFebruary, 2009 the District's Repair and Maintenance
expenditures have exceeded the contract ceiling by the amount ofSixty Thousand

Eight Hundred and Eighty DoQars ($61,880.00). UMG hereby reduces this
amount to Thirty Thousand Nine Hundred and Forty Dollars {$30,940,00).

Paragraph 5 Beeinnl~g with the first April, 2009 invoice to the District, VMG will reduce its
operating and monthly»»~ament fee by the sum ofTwenty Three ~usand
Dollars ($23,000.00)offofeach bi-monthly billing so as to reduce the total

xnonthly billing by a total ofForty Six Thousand DoHars ($46,000.00).

Paragraph 7 change(towed cost) to (totaled cost)
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Paragraph 8 add the following sentence —Said individual will have access to all of the
District's records that are in the possession ofUMG duriug regular business
hours.

Respectfully,~ 'N.u>~a+, Z-
QA

Pgilham Hic~

WH/ca
%8-1083
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LAW OFFICES OF
STRATTON, HOGG 6 MADDOX, P.S.C.

P.O. BOX 1530
PIKEVILLE, KY 41502

PHONE: (606) 437-7800
FAX: (606) 437-7569

www. shmlaw. corn

DAVID C. STRATTON
STEPHEN L. HOGG
DANIEL P. STRATTON

HENRY D. STRATTON (1925-1989)
F. BYRD HOGG (1922-1999)
H. EDWARD MADDOX(1946-2003)

April 20 2009

Hon. William Hickman, III
Jones S Hickman Law Office
P.O. Drawer 3850
Pikeville, Kentucky 41502
Via email: williamhickmal@bellsouth.net

Re: Amendment to Agreement for Operations
Mountain Water District / UMG Contract

Dear Bill:

Please be advised that I have reviewed your April 16, 2009, letter with Toni and Mike
as the Board will not meet in full session until April 29 . Your proposed amended
language to paragraphs 3, 5, 7 and 8 are acceptable.

As to paragraph 4, we need to inquire as to whether or not this provision is hard
money or soft money. By that, what I mean is, the RSM budget is an annual budget.
If UMG is over budget for the year, then Mountain Water has to pay them the
difference. We will not know until the end of the year as to whether or not the budget
is over or under. Projects could easily be postponed until the following year in order
to bring the budget under $60,000. We originally interpreted this as a 530,000
savings based on the year end, and wish to clarify that point.

Secondly, a new topic has come up which involves amendment oi notice of
termination. The key reason why the Board approved this agreement was because
of UMG's promise to try to solicit additional money from the legislature to fund our
debts. The legislature will meet in January 2010. It is the Board's understanding
that Greg agreed to terminate the agreement if he was unable to get the money.
However, no one will know if he is able to get the money until after the termination
notice date has passed, which is December 31". Accordingly, we need to amend the
six month termination notice to ninety (90) days.

Please respond to David prior to the 29 as I will be out of town.

Sincerely,
Stratton, Hogg S Maddox, PSC

DPS/dsm
Daniel P. Stratton
email: dpstratton8setel. corn

cc: Mountain Water District Board Members



Mountain Water District

March 30 Contract Amendment Proposal
Calculation of the Concession by UMG

In the event that we don't extend the original contract past June 30, 2010.

Item 1. Infusion of cash of $500,000 into the district, in the form of a
forgiveable loan. Amortized at five years at 5 % interest. $ 500,000.00

Actual Concession

If we don't extend the contract beyond the June 30, 2010 date
then we repay UMG the following amount as per their schedule (394,233.29)

Actual Cash infusion if we don't extend the contract 105,766.71

Item 2. UMG agrees to reduce monthly fees by $46,000 per month

per statement before the vote was cast, instead of the $36,000
on the contract I worked from. This was to be effective April 2009. 690,000.00

Item 3. I cant calculate the savings because we don't know what the CPI
will do. But if I project 1000 new custmers at $23.50 per month
assuming they come on ratably over the year and there is no CPI
increase then the savings would be 188,940.00

Note: This is offset by CPI increases if any.

Loss of floor CPI of 2.5% at $7,571,376 based on Aug 08 bill (189,284.40)

Item 4. No contractual obligation in this item because $500K is item 1.

Item 5. According to numbers provided during negotiations Electric was

$724,000 per year per my notes. This seems low to me but for

analysis this is fine. Assume projected increase in Rate of
7.5%, only UMG can control Kilowatt hours so this should be
eliminated. Addition cost to the District would be (67,875.00)

Item 6. Additional cost to hire Administrator is a cost to the Board even
though it is not a concession by UMG. Therefore it is included.

Projected Savings to the Board if the contract expires in June 2010.

(75,000.00)

652,547.31



april

may
june
july

aug
sep
oct
nov
elec

jan
feb
mar

april

No. Mos
on Contracl Former Fee

67 1 5 $ 23.50
67 14 $ 23.50
67 13 $ 23.50
67 12 $ 23 50
67 11 $ 23.50
67 10 $ 23.50
67 9 $ 23.50
67 8 $ 23.50
67 7 $ 23.50
67 6 $ 23.50
67 5 $ 23.50
67 4 $ 23.50
67 3 $ 23.50

$ 23,617.50
$ 22,043.00
$ 20,468.50
$ 18,894.00
$ 17,319.50
$ 15,745.00
$ 14,170.50
$ 12,596.00
$ 11,021.50
$ 9,447.00
$ 7,872.50
$ 6,298.00
$ 4,723.50

may

june
67 2 $ 23.50 $ 3,149.00
67 1 $ 23.50 $ 1,574.50

$ 188,940.00



MOUNTAIN WATER DISTRICT

PROJECTED
2009

I 2003
AUDITED FINANCIAL STATEMENTS

2004
I

2005
I

2006 2007
I PROJECTED I

I 2008
I

2009 I

Ooeratina Revenues
Metered Water Revenue - Residential $
Metered Water Revenue - Commercial
Metered Water Revenue - industrial

Metered Water Revenue - Public Authodties

Metered Water Revenue - Multiple Family Dwellings

Metered Water Revenue - Bulk Loading Stations
Fire Protection Revenue
Sewer Revenue

Water and Sewer Revenue
Other Water Revenues fsub-cateaorvl
Customer late pmts
Miscellaneous Service Revenues
Service Connection Fees

4,649.788
485,527

49,942
335,010
209,062

1,200
417,308

6,147,837

127,182
496,448
63,103

4,969,522
532,813
53,?95

308,652
216,733

1,200
526,361

6,609,076

169,431
514,004
79,445

5,043,002
556,627
48,863

314,106
222,850

1,150
647,607

6,834,205

166,878
663,206

83,540

1,200
855,994

7,257,242

1,150
839,581

7,737,040

1,200
881.560

8,399,737

1,200
925,638

8,819,664

158,013
307,302

84,617

200,649
110,650
71,474

206,668
110,650
73,618

212,869
110,650
75,827

$ 5,221,060 $ 5,767,199 $ 6,286,247 $ 6,600,559
615,563 607,573 662,255 695,367
43,405 48,293 52.639 55,271

318,044 275,488 300,282 315,296
201,976 197,756 215,554 226,332

Subtotal Other Water Revenues
Total Operating Revenues

Ooeration and Maintenance Exoenses
Contract Service Management
Depreciation
Salaries and Wages - Employees
Materials and Supplies
Employee Group Benefits
Electric Power
Water Purchased - Pikeville

Water Purchased - Williamson

Auto and Transportation
Insurance
Payroll Taxes
'"durance - Workers Comp

uies and Wages - Management
.itract Service - Accounting & Auditing

Bad Debt
Contract Service Legal
Chemicals
Water Purchased - Sandy Valley
Compensation Commisioners
Contract Service General
Telephone
Regulatory
contract Service - Engineering
Settlement Fees
Education, Dues, and Meetings
Miscellaneous
Rent - Building

Advertising

Rent - Equipment
Maintenance

Total Operation and Maintenance Exp enses

686,733
6,834,570

1,739,690
1,804,780

680,877
423,597
283,973
665,527
443,553
342,690
148,801
154,811
105,746
140,971
78,530
18,335
18,206
72,987
88,406
18,000
32,547
25,225
11,216
1,153

9,020
14,226
1,949
2,097
2,029

17,246
7,346.188

762,880
7,371,956

1,994,862
2,033,661

814,282
482,993
442,494
437,639
367,816
328,980
248,460
158,854
113,818
148,645
75,167
87,366
45,231
54,737
89,978
18,000
63,706
29,157
11,917
7,324

8,953
8,064
3,196
1,434

41,493
17,491

8,135,718

913,624
7,747,829

2,521,578
2,242,984

891,374
442,186
395,052
234,223
233,586
205,690
176,257
105,311
105,277
101,637
88,194
65,978
61,976
56,335
30,666
29,998
29,000
15,085
14,020
12,311
10,699
7,200
6,795
2,218
1,136

581

8,087,347

549,932
7,807,174

6,332,862
2,342,537

382,773
8,119,813

6,718,222
2,465,454

390,937
8,790,674

7,223,058
2,514,763

1,219

271
19,259
2,874

3,287

570

3,186

54,765
64,802
22,801

53,312
75,066
18,723

55,000
75,000
35,000

29,000
44,706

30,000 30,000

13,076
1,523

17,097
349

25
1,044

2,503
2,579
4,988

25
1,808

70,000
1,604
4,900

25
2,535

8,948.210 9,376,537 10,015,071

399,345
9,219,009

2,590,206
1,885,700
1,139,995

671,779
530,993
525,167
441,379
394,776
298,152
147,296
211,074

95,000
55,000
75,000
35,000
82,106

30,000
76,447
34,988
14,300
8,789

10,744
9,677
3,835
1,721

49,792
20,989

9,439,905

Operating Income (Loss) (511,618) (763,762) (339,518) (1,141,036) (1,256,724) (1,224,398) (220,896)

Non Operating Revenue (Expenses)
Gain on Sale of Assets
Interest Income
Dicount Amortization

Interest Expense
Total Non Operating Revenue(Expenses) Net

2,270
13,625
3,828

(579,847)
(560,124)

7,562
12,377

(644,006)
(624,067)

32,151
25,867

(679,795)
(621,777)

49,949
46,975

(653,086).(556,162)

163,902
42,170

(586,010)
(379,938)

42,170

(572,465)
(530,295)

42,170

(596,777)
(554,607)

Net Income (Loss) (1,071,742) (1,387,829) (961,295) (1,697,198) (1,636,662) (1,754,693) (775,503)



MOUNTAIN WATER DISTRICT

PROJECTED
2009

ASSUMPTIONS

Ooeratina Revenues
Metered Water Revenue - Residential
Metered Water Revenue - Commercial
Metered Water Revenue - Industrial

Metered Water Revenue - Public Authorities
Metered Water Revenue - Multiple Family Dwellings
Metered Water Revenue - Bulk Loading Stations
Fire Protection Revenue
Sewer Revenue

Water and Sewer Revenue
Other Water Revenues (sub-cateoorvi
Customer late pmts
Miscellaneous Service Revenues
Service Connection Fees

WATER REVENUES IN 08 RISE 9 % AND 09 RISE 5%

SEWER REVENUES IN 08 RISE 5 % AND 09 RISE 5%

Subtotal Other Water Revenues
Total Operating Revenues

Ooeration and Maintenance Exoenses
Contract Service Management
Depreciation
Salaries and Wages - Employees
Materials and Supplies
Employee Group Benefits
Electric Power
Water Purchased - Pikeville

Water Purchased - Williamson

Auto and Transportation
Insurance
P"'"oil Taxes

nce - Workers Comp
,es and Wages - Management

ontract Service - Accounting & Auditing

Bad Debt
Contract Service Legal
Chemicals
Water Purchased - Sandy Valley
Compensation Commisioners
Contract Service General
Telephone
Regulatory
contract Service - Engineering
Settlement Fees
Education, Dues, and Meetings
Miscellaneous
Rent - Building

Advertising

Rent - Equipment
Maintenance

Total Operation and Maintenance Expenses

Operating Income (Loss)

Non Operating Revenue (Expenses)
Gain on Sale of Assets
Interest Income
Dicount Amortization

Interest Expense
Total Non Operating Revenue(Expenses) Net

Net Income (Loss)

OTHER WATER REVENUES REMAIN SAME WITH 3 % INCREASE

NO CONTRACT MANAGEMENT IN PLACE
ESTIMATE DEPRECIATION
ASSUME 14 LESS EMPLOYEES THAN 04 AT $25K PER TIMES 3 % INCREASE FOR THE 4 YEARS
40 % INCREASE IN MATERIALS
USE PAYROLL FACTOR INCREASE BY 50%
20% INCREASE SINCE 04
20% INCREASE SINCE 04
20% INCREASE SINCE 04
20% INCREASE SINCE 04
20% INCREASE SINCE 04
FACTOR OF SALARY
ASSUME INCREASE BASE ON PAYROLL AND RATES
NUMBER FOR MANAGEMENT PERSONNEL
AVERAGE OF YEARS
AVERAGE OF YEARS
AVERAGE OF YEARS
50% INCREASE SINCE 04
NO WATER PURCHASES FROM SV
ACTUAL

20% INCREASE SINCE 04
20% INCREASE SINCE 04
20% INCREASE SINCE 04
20% INCREASE SINCE 04

20% INCREASE SINCE 04
20% INCREASE SINCE 04
20% INCREASE SINCE 04
20% INCREASE SINCE 04
20% INCREASE SINCE 04
20% INCREASE SINCE 04

SAME AS ALWAYS

PER AUDIT



'1OUNTAIN WATER DISTRICT
.NALYSIS OF BOND, KIA AND INTEREST EXPENSE

12/1/2009

2008
2009
2010
2011
2012
2013
2014
2015

BONDS
PRINCIPAL INTEREST

257,982 483,008
268,500 471,315
321,081 492,313
293,500 446,290
310,500 429,313
322,000 417,799
332,000 407,695
342,500 397,042

KIA

PRINCIPAL INTEREST
370,699 174,502
255,298 113,906
262,041 107,251
268,970 100,411
263,158 93,485
270,046 86,687
277,121 79,703
284,391 72,525

TOTAL

1,286,191
1,109,019
1,182,686
1,109,171
1,096,456
1,096,532
1,096,519
1,096,458

RESERVE ACCOUNT

UNDERFUNDED PER AUDIT OF 2007
2008
2009
2010
2011
2012
013

2014
2015

KIA

R & M

505,000
56,294
56,294
56,294
56,294
56,294
56,294

5,000

847,764

RD
DEPR
478,500

58,560
58,560
39,360
39,360
39,360
39,360
35,640
33,240

821,940

TOTAL
983,500
114,854
114,854
95,654
95,654
95,654
95,654
40,640
33,240

1,669,704

YEARS REMAINING ON NEW CONTRACT
YEARLY CONCESSION

5
333,940.80

RESERVE ACCOUNT BALANCES I
2003 2004

PER AUDITS
2005 2006 2007 2008 2009

REQUIRED RESERVES
KIA-R & M

RD - DEPRECIATION RESERVE

ACTUAL RESERVES

OVERFUNDED/(UNDERFUNDED)

366,228
312,960
679,188

715,445

36,257

385,578
348,300
733,878

395,578 588,160 504,564 537,060
354,420 432,300 478,500 560,948
749,998 1,020,460 983,064 1,098,008

807,120 907.095 562,256 7,981 1,981

617,588
595,620

1,213,208

RP000

73,242 157,097 (458,204) (975,083) (1,096,027) (1,074,208)

'STIMATED



LF 2001 WL
Rev 08/04

USoA
Acct ¹

460
461.1
461.2
461.3
461.4
461.5
461.6
462
465
466

470
471
472
473
474

Operating Revenues
Sales of Water (sub-cateqorv)
Unmetered Water Revenue
Metered Water Revenue - Residential
Metered Water Revenue —Commercial
Metered Water Revenue - Industrial
Metered Water Revenue — Public Authorities
Metered Water Revenue —Multiple Family Dwellings
Metered Water Revenue — Bulk Loading Stations
Fire Protection Revenue
Sales to Irrigation Customers
Sales for Resale

Subtotal Sales of Water
Other Water Revenues (sub-cateqorv)
Forfeited Discounts
Miscellaneous Service Revenues
Rents from Water Property
Interdepartmental Rents
Other Water Revenues

Actual
2008

6,415,079
776,465

52,051
280,330
224,745

0
1,150

7,749,820

344,498

708,051

Budget
2009

$ 6,515,993
634,440
51,100

293,962
256,000

0
1,200

0
0

7,752,695

0
468,000

0
0

854,721

Estimate
. 2010

$ 6,711,473
$ 691,540
$ 55,699
$ 299,841
$ 256,000

0
1,200

0
0

8,015,753

0
280,000

0
0

933,875

601
603
604

Subtotal Other Water Revenues
Total Operating Revenues

Operation and Maintenance Expenses
Salaries and Wages - Employees
Salaries and Wages —Commissioners
Employee Pensions and Benefits

Medical/Life Insurance
Retirement Benefits
Other
Subtotal Employee Pensions and Benefits

1,052,549
8,802,369

0
28,924

1,322,721
9,075,416

0
24,000

0
0
0
0
0

1,213,875
9,229,628

0
30,000



LF 2001 V.
Rev 08/04

USoA
Acct ft.

610
615
616
618
620
631
632
633
634
635
636
641
642
650
656
657
658
659
660
665/667
668
670
675

403

406
407

penses

tments

Purchased Water
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services - Engineering
Contractual Services - Accounting
Contractual Services - Legal
Contractual Services - Management Fees
Contractual Services - Testing
Contractual Services - Other
Rental of Building/Real Property
Rental of Equipment
Transportation Expenses
Insurance - Vehicle
Insurance - General Liability
Insurance - Workers'ompensation
Insurance —Other
Advertising Expense
Regulatory Commission Expense
Water Resource Conservation Expense
Bad Debt Expense
Miscellaneous Expenses

Total Operation and Nlaintenance Ex
Depreciation Expense
Depreciation Expense on Utility Plant
Amortization Expense
Amortization of Utility Plant Acquisition Adjus
Amortization Expense

Total Amortization Expense

Actual
2008

0
0
0
0
0
0

69,189
44,709

7,366,703
0
0
0
0
0
0
0
0
0

3,716
12,000

0
59,534
10,427

7,595,202

2,886,035

Budget
2009

0
0
0
0
0
0

60,000
92,000

7,246,963
0

15,000
0
0
0
0
0
0
0

1,200
12,000

0
66,150
12,000

7,529,313

3,261,348

Estimate
2010

0
0
0
0
0
0

55,000
60,000

7,103,064
0

0
0
0
0
0
0
0

3,500
12,000

0
69,458
12,000

7,345,022

3,300,000



LF 2001 N i
Rev 08/04

USoA
Acct ¹
408.10
408.11
408.12
408.13

413

414

Taxes Other Than Income
Utility Regulatory Assessment Fees
Property Taxes
Payroll Taxes
Other Taxes and Licenses

Total Taxes Other Than Income
Income from Utilitv Plant Leased to Others
Income from Utility Plant Leased to Others
Gains (Losses) from Disposition of Utilitv Propertv
Gains (Losses) from Disposition of Utility Property

Actual
2008

1,695

1,695

29,364

Budget
2009

1,600

1,600

Estimate
2010

1,600

1,600

415
416

419

420

421

Net Utility Operating Expenses
Utility Operating Income (Loss)

Other Income and (Deductions)
Net Results of Merchandising, Jobbinq and Contract Work
Revenues from Merchandising, Jobbing and Contract Work
Costs 8 Expenses of Merchandising, Jobbing & Contract Work

Net Merchandising, Jobbing and Contract Work
interest and Dividend Income
Interest and Dividend Income
Allowance for Funds Used Durinq Construction
Allowance for Funds Used During Construction
Nonutilitv Income
Nonutility Income
Miscellaneous Nonutilitv Expenses

10,453,568
(1,651,199)

14,652

10,792,261
(1,716,845)

14,063

10,646,622
(1,416,994)

15,000



LF 2001 V.
Rev 08/04

USoA
Acct 0
426

408.20

427.1
427.2
427.3
427.4
427.5
428
429

Miscellaneous Nonutility Expenses
Taxes Other Than Income
Taxes Other Than Income (Other Income and Deductions)
interest Expense
Interest on Debt to Associated Companies
Interest on Short-Term Debt
Interest on Long-Term Debt
Interest on Customer Deposits
Interest - Other
Amortization of Debt Discount and Expense
Amortization of Premium on Debt

Total Interest Expense

Actual
2008

555,232

555,232

Budget
2009

615,000

615,000

Estimate
2010

600,000

600,000

Income Before Contributions K Extraordinary Items (2,191,779) $ (2,317,782) $ (2,001,994)

432

433
434

Proceeds from Capital Contributions
Proceeds from Capital Contributions

Federal Grants
State Grants
Other Grants
Customer Contributions
Subtotal Proceeds from Capital Contributions

Net Extraordinarv Items
Extraordinary Income
(Extraordinary Deductions)

Net Extraordinary Items

14,437,500
5,689,442

0
181,277

20,308,219

2,000,000
3,000,000

50,000
185,000

5,235,000

2,000,000
3,000,000

50,000
175,000

5,225,000

Change in Net Assets 18,116,440 $ 2,917,218 $ 3,223,006



MOUNTAIN WATER DISTRICT/UMG
CONTRACT NEGOTIATIONS

Date Transaction Annualize d Cost/Value
Savings Life of Contract

7/3/05

8/2008

9/30/08

10/23/08

10/27/08

UMG/MWD Contract Fee

UMG/MWD Annualized Fee

MWD FIRST OFFER TO AMEND
1.) One time 5450,000 refund
2.) Reduce monthly fee effective 7/1/08 by 876,250 per month

UMG COUNTER OFFER
1.) 8500,000 loan plus interest (5 years)
2.) Reduce monthly fee $25,000 (8300,000 annual savings - 5450,000 life of contract)
3.) Three (3) year contract extension
4.) Drop fee for new customers (5188,000 savings)
5.) Adjust fee schedule to CPI (0 vs. 2.5%) (4189,000)
MWD COUNTER OFFER
1.)5450,000 Refund
2.) Reduce monthly fee 870,000

$ 915,000

$ 299,000

840,000

8 6,819,000

7,571,376

2,280,000

949,000

2,133,480

10/29/08 MWD Termination Notice to UMG

1'age l of 3



Date Transaction Annualize d Cost/Value
Savings Life of Contract

3/3p/P9 UMG COUNTER OFFER
1.) 5500,000 forgivable loan
2.) Reduce RSM (830,940 savings)
3.) Reduce monthly fee 836,000 ($432,000 savings)
4.) Fee adjustment to CPI (0 vs 2.5%) (-$189,000)
5.) Drop new customer fee ($188,000 savings)
6.) Mountain Water pays power bill increase (-$70,000)
7.) $1,750,000 grants

with loan if contract is extended

with loan if contract ends 2010

with loan if contract is extended, plus grants

8 391,940

8937940

499,707

2,643,940

4/3/09 MWD COUNTER OFFER
1.) All of the above except

a) 846,000 monthly adjustment (8552,000 savings)
b) UMG pays all power 8 581,940

with loan if contract is extended

with loan if contract ends 2010

with loan if contract is extended, plus grants

1,081,940

687,707

2,831,940

Page 2 Of 3



Date

4/29/09

Transaction

AMENDED AGREEMENT
1.) $500,000 forgivable loan
2.) Reduce R%M 830,940 (2008)
3.) Reduce monthly fee 846,000 (8552,000)
4.) Delete additional monthly fee of 823.50 for new water customers and
819.00 for new sewer customers.
* Estimate

Annualize d Cost/Value
Savings Life of Contract

581,940
8 188.000*

769,940

Pageos

of 3



REQUIRED RESERVES VS. ACTUAL CASH

1,300,000

1,200,000

1,100,000

1,000,000

900,000

800,000

700,000

600,000

500,000

400,000

300,000

200,000

100,000

~REQUIRED RESERVES
~ACTUAL CASH

2003

679,188
715,445

2004

733,878

807,120

2005

749,998

907,095

2006

1,020,460

562,256

2007

983,064

7,981

2008

1,098,008

1,981

2009

1,213,208

139,000
YEARS

~REQUIRED RESERVES ~ACTUAL CASH



Mountain Water District

Projections for Contract Negotiations

Projected Revenue
2010

$ 9,229,628 $
2011 2013 2014 2015
9,414,221 $ 9,602,505 $ 9,794,555 $ 9,990,446

Cash Flow Projections
Commisioners Expense
Accounting
Legal
Bad Debt Expense
Miscellaneous
Consolidated Note
MWD Superintendent
RD and KIA Loans
Reserve Requirements
Total Outflows

Net Available to UMG/R&M Budget

Monthly Rate to UMG

Current Monthly Rate
Monthly Increase
%-age

30,000
55,000
75,000
70,000
40,000

100,716
78,000

1,182,686
333,940

1,965,342

7,264,286

605,357

591,922
13,435
2.22%

30,000
55,000
75,000
70,000
40,000

100,716
78,000

1,182,686
333,940

1,965,342

7,448,879

620,740

605,357
15,383
2.48%

30,000
55,000
75,000
70,000
40,000

100,716
78,000

1,182,686
333,940

1,965,342

7,637,163

636,430

620,740
15,690
2.47%

30,000
55,000
75,000
70,000
40,000
48,410
78,000

1,182,686
333,940

1,913,036

7,881,519

656,793

636,430
20,363
3 10%

30,000
55,000
75,000
70,000
40,000

78,000
1,182,686

333,940
1,864,626

8,125,820

677,152

656,793
20,358
3.01%

Assumptions
2 % Growth Annually

Fully funding reserves over the 5 year Contract





REVENUE VS EXPENSE LESS DEPR VS UMG CONTRACT
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REVENUE vs UMG vs OTHER EXPENSE
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REVENUE vs UMG vs OTHER EXPENSE
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REVENUE VS EXPENSE LESS DEPR VS NET PROFIT
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TOTAL PLANT VS TOTAL DEBT

140,000,000

1 20,000,000 -*'-*

100,000,000

80,000,000

60,000,000

40,000,000

20,000,000

2003 2004 2005 2006 2007 2008
~TOTAL PLANT

~TOTAL DEBT
82,243,344
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ASSETS, LIABILITIES AND EQUITY

120,000,000
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DAVID C. STRATrON
SYEPHENL HOGG
DANIEL P. STRATrON

LAW OFFICES OF
STRATTON, HOGG 8s MADDOX, P.S.C.

P.O. BOX 1530
PIKEVILLE, KY 41502

PHONE: (606) 437-7800
FAX: {606)437-7569

www.shmlaw.corn

HENRY D STRATI'ON (1925 1989)
F, BYRD HOGG (1922-1999)
H. EDWARD MADDOX(1946-2003)

January 8, 2010

DPS/dsm
Enclosure

cc: Rhonda James
Grondall Potter
Mike Spears

Sincerely,
Stratton, Hogg 5 Maddox, PSC

Daniel P. Stratton
email: dpstrattoaSsetel.com

Mr. Greg May
Utility Management Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501

RE: Mountain Water District / UMG Contract

Dear Greg:

As you know, the current contract between UMG and Mountain Water District
expires on June 30, 2010, and the negotiations for extension of the contract need
to be completed no later than April 1, 2010. In light of the upcoming examinatipn
of Mountain Water District's operations by Crit LuaHen, Auditpr fpr the
Commonwealth of Kentucky, I plan to advise the Board that they should request
a six month extension of the current contract, and all deadlines therein, so that
it would not appear that we are trying to complete a second contract prior to
completion of the auditor's exarrrination. Given the publicity that has been
received over various issues facing the District, I think it would be prudent tp
extend the contract for six months, pending completion of the audit.

I have enclosed for your review and consideration, a draft agreement establishing
this extension. Ifyou have any additions or corrections, please advise. I would
like to be able to present a document to the Board at the January meeting.
would also like to be able to represent to the Commissioners at that time, that you
have no objections to the extension, or if you do, what those might be. Barring
any objections, and if the Board approves it, I will forward a copy of the signed
document to your OQice for signature, and then you can return a copy of the
completed document to me.

If you have any questions concerning the same, please feel free to call.
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AMENDMENT TO AGREEMENT FOR OPERATIONS,
MAINTENANCE AND MANAGEMENT SERVICES

THIS AGREEMENT entered into this day of January, 2010, by and

between Mountain Water District, Post Office Box 3157, Pikeville, Kentucky

41502, hereinafter ( DISTRICT), and Utility Management Group, LLC, Post

Office Box 663, Corbin, Kentucky 40702, hereinafter ("UMG ).

WHEREAS, the parties hereto entered into an agreement for UMG to

provide operations, maintenance and management services to the DISTRICT on

the 3'd day of July, 2005, hereinafter ("CONTRACT ); and

WHEREAS, the parties amended the above referenced CONTRACT on the

29th day of April, 2009; and

WHEREAS, the term of the CONTRACT is through June 30, 2010; and

WHEREAS, the District is being subjected to an examination by the

Auditor's office of the Commonwealth of Kentucky in the first quarter of 2010;

WHEREAS, the parties agree that it would be in the interest of both

parties to extend the CONTRACT, and all deadlines therein, for six (6) months

pending completion of the above referenced eximunation, prior to renegotiating

the same.

NO% THEREFORE WITNESSETH:

That for and in consideration of the mutual covenants and promises

contained herein, the DISTRICT and UMG agree as follows:

1) The parties CONTRACT dated July 3, 2005, as amended on April

29, 2009, shaH be extended from June 30, 2010, to December 31, 20],0.
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2) All other provisions of the CONTRACT as amended shall remain

the same.

3) The provisions of this amendment shall prevail over any other

provision in the CONTRACT as amended, which are inconsistent with this

amendment.

IN ITNESS WHEREOF, the parties hereto have agreed the date and

year first above written.
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MOUNTAIN WATER DISTRICT

BY:

UTILITIES MANAGEMENT GROUP, LLC

BY:
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To M%D Board,

Fxom: Dan P)Date: January 17, 2010
Regarding: UMG Contract

Please find attached the final revision to the MWD/UMG Contract for your review
and consideration for the Special Board Meeting scheduled for Thursday, January
20, 2011, at 2:00 pm at the District's office. Also enclosed is a clean copy of the
final documents.
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The additional sections that have been added to this agreement are the new 2.26
and 6.10,concerning capital purchases and who is responsible for what. Please
read this in detail as this is basically putting into words what has been practiced
over the prior five years.

Also attached is a close out agreement to the first contract. UMG made a claim
for utility rate expenses, which we questioned, and we have agreed to settle the
same, along with a claim for reimbursement of expenses from the 2007 flood
through offsetting some funds the respective parties owed each other through the
RsrM Budget, and the payment of $57,062.65 cash to UMG.

The second element of the settlement agreement acknowledges the funds that are
owed UMG from the 2010 flooding, and that we will make payments on those
starting June 15~, in the event FEMA has not paid the same prior to that time.

Lastly, there are certain assets that have been purchased as capital items under
the agreement that need to be re-titled. Exhibit "A" is the current title for these
assets and Exhibit "B"is how they will be re-titled. Everything comes back to the
District, except for Grondall and David's trucks.

Approval of this agreement will basically wipe out any other claims that either
party may have against the other as a result of the first contract. The final
contract will need to be approved subject to UMG's signature on this document.

At the special meeting, subject to your instructions, I will go over this new
contract in detail, outlining all of the changes and additions from the original
contract. If everyone is satisfied at that time, it would then be appropriate for the
Board to approve the agreement, if it so wishes.

If you have any questions prior to the meeting, please advise.

cc: Mike Spears
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AMENDMENT TO AGREEMENT FOR OPERATIONS,
MAINTENANCE AND MANAGEMENT SERVICES

THIS AGREEMENT entered into this day of January, 2010, by and

WHEREAS, the parties agree that it would be in the interest of both

parties to extend the CONTRACT, and all deadlines therein, for six (6) months

pending completion of the above referenced examination, prior to renegotiating

the same.

NOW THEREFORE WITNESSETH:

That for and in consideration of the mutual covenants and promises

contained herein, the DISTRICT and UMG agree as follows:

1) The parties CONTRACT dated July 3, 2005, as amended on April

29, 2009, shall be extended from June 30, 2010, to December 31, 2010.

Page 1

between Mountain Water District, Post Office Box 3157, Pikeville, Kentucky

41502, hereinafter ("DISTRICT"), and Utility Management Group, LLC, Post

Office Box 663, Corbin, Kentucky 00702, hereinafter ( UMG").

WHEREAS, the parties hereto entered into an agreement for UMG to

provide operations, maintenance and management services to the DISTRICT on

the 3<4 day of July, 2005, hereinafter ("CONTRACT ); and

WHEREAS, the parties amended the above referenced CONTRACT on the

29ti'ay of April, 2009; and

WHEREAS, the term of the CONTRACT is through June 30, 2010; and

WHEREAS, the District is being subjected to an examination by the

Auditor's office of the Commonwealth of Kentucky in the first quarter of 2010;
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2) All other provisions of the CONTRACT as amended shall remain

the same.

3) The provisions of this amendment shall prevail over any other

provision in the CONTRACT as amended, which are inconsistent with this

amendment.

IN WITNESS WHEREOF, the parties hereto have agreed the date and

year first above written.
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MOUNTAIN WATER DISTRICT

BY:

UTILITIES MANAGEMENT GROUP) LLC

BY:
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Your Vtility Experts

January 26, 2010

Mr. Daniel P. Stratton
Stratton, Hogg & Maddox, PSC
P.O. Box 1530
Pikeville, Kentucky 41502

RE: Mountain Water District/ KRS Chanter 74.050
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Dan:

Grondall indicated to me earlier today that you are requesting some form of certification
that Mountain Water District is in compliance with KRS 74.050 regarding the obligation
of the District's Treasurer to "maintain a proper record of the receipts and disbursements
of the water district in accordance with the Uniform System ofAccounts for utilities".

My understanding is that this requirement addresses the internal accounting policies and

procedures ofthe water district, not those ofUMG, as the District's contract management

op erato rr.

As you are aware, Mountain Water District makes a semi-monthly payment to UMG for
services rendered, pursuant to our contract. At the last commission meeting, in
December 2009, Mke Spears addressed the commissioners and spoke with me
afterwards in the context ofUMG specifying on its semi-monthly invoices the amount of
charges(s) associated with water system operations and likewise how much relates to
sewer operations. Ve agreed that, beoi«i~g in January 2010, UMG would detail on its
invoices to the District the amounts associated specifically with water aud sewer
operations.

As to how Mountain Water District accounts for its payments to UMG, in accordance
with the Uniform System ofAccounts and subsequently reports that information to state
agencies, I would assume that Mike Spears, the District's accounting consultant, would

make that determination. Likewise, any ceftification regarding the District's accounting
practices being in compliance with KRS 74.050 would need to be made by Mr. Spears.

158 Town Mountain Road, Suite 101-Pikeville, Kentuchy 41501
Phone: 6064S74754- Fax: 6064$74083
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Please don' hesitate to give me a call ifyou want to discuss this concern in more detail,
UMG ren ~In~ committed to assisting Mountain Water District with contract operations
and administration in every way possible. At the same time, we recognize and respect
the fact that the District is a separate public entity and that UMG is not authorized to
speak on its behalf in that context.

Sincerely,

Cc: 'rondall Potter, Project Manager
Rhonda James, Chairperson, MWD
Greg May
Mike Spears
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DAVID C. STRAT1'ON

STEPHEN L. HOGG
DANIEL P. STRATrON

LAW OFFICES OF

STRATTON, HOGG S MADDOX, P.S.C.
P.O. BOX 1530

PIKEVILLE, KY 41502
PHONE: (606) 437-7800

FAX: (606) 437-7569
www.shmlaw.corn

HENRY D. STRATTON (1925-1989)
F. BYRD HOGG (1922-1999)
H. EDWARD MADDOX(1946-2003)

January 27, 2010
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Mr. Bob Meyers
c/o Utility Management Group
via email: bmeverteumellc.net

RE: Mountain Water District/Utility Management Group
Contract Extension
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Dear Bob:

This letter is to acknowledge your verbal proposal made to me today following the
MWD Board meeting, wherein you agreed to extend the contract provided that if
there is a rate increase from Kentucky Power, the provisions of section 9.2 of the
contract would apply, which would provide UMG a fee adjustment based on the
increased cost.

At that time, I explained that I could n.ot agree that section 9.2 was applicable to
this rate increase, but that I would discuss it with Rhonda, and see how she
wanted to proceed. After discussing the matter with her, please be advised that
we cannot agree to a contract extension subject to that understanding. If we are
going to extend the contract for six months, it needs to be an unconditional
extension based on the same terms and conditions that we currently have.

By way of explanation, ifyou will note in this month's frnancial report, on page 4,
in the bottom right hand corner of the cash flow statement, you will see that in
2009, the District spent $45,000 more than it received resulting in a negative cash
flow. The Board, in good conscience, cannot agree to pay something it does not
have the income to cover. We understand and respect your need to protect UMG's
bottom line, and if we had resources to accommodate that request, we would be
happy to consider the same. Unfortunately, at this time, and until the end of the
year, there is no income available to cover a power rate increase, should it occur.
To allocate the little income we have to an increase in fees to UMG would make it
impossible for the Board to fund its loan reserves over a five year period, which we
have pledged to do to cure the current default.
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7

STRATTON, HOGG 8s MADDOX, P.S.C.

Janu~ 27, 2010
Page 2

We are prepared to apply for a rate increase later this year. I am prepared to
recommend to the Board that a percentage of that rate increase be allocated to an
increase in the contract fee. However, not knowing how much of a rate increase,
if any, will be approved by the PSC, the Board cannot commit to an amount at this
time.
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. Rhonda, Mike and I are prepared to meet and discuss this matter at any
reasonable time you request. We believe you understand the importance of
extending the contract until the end of the year and hopefully, you now
understand why we cannot commit to any increase in our costs; We simply do not
have the money.

Sincerely,
Stratton, Hogg Ba Maddox, PSC

Daniel P. Stratton
email: dpstrattoaSsetel.corn

DPS/dsm
cc: Rhonda James via email: rbiames60msn.corn

Mike Spears via email: mikesoearsNsetel.corn
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DAVID C. SYRA?%ON
ST92%KN I HOQS
DANIRI P. SIRAITON

LAW OFFICES OF
STRETTO', HOGG 8s MADDOX, P.S.C.

P.O. BOX 1530
PQQ~~E, K(('1502

PHONE: (606) 437-7800
FAX: (606) c(37-7669

www.~>~Iow.corn

HENRY D. SEXQN (1925-1989/
F.BYRD Hooo (H92-1999)
K EDVARD MADDax(1946-9003)

August 27, 2010
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Hon, ~cHzirn Hj~ccTc, 1(1
Jones h Hi~» Law OEce
Post OfEce Drawer 3850
PikeviQe, Kentnch y 41502
Via ~»(c williamhickmal@beHsouth net

Re: Amendment to Agreement for Operations
Mountain Water District / UMG Contract

Dear Bi11.
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DPS/dsm
cc: Rhonda James

Mite Spears

Daniel P. Stratton
»~'- dnstr lt tom@setel.corn

As you are aware, our clients agreed. to extend the contract that ended an June 30,
2010, to December 31,2010, so that both parties couM consider the state auditor's
management audit of the District. In that the audit process is clearing m~~i~g
behind the initial tbne table provided to the District, and the fact that we are now one
hundred twenty (120) days Rom the above mentioned. d~~~»e, the Mountain Water
Boardhas authorised Mte Spears and me to begin pre»~I~arynegotiations with you
and appropriate representatives from UMG.

To that end, we would request some potential meeting times during the week of
September 13~and 20~, so that we may begin the negotiation process.

PIease advise.
Sincerely,

'tratton, Hogg Bs Maddox, PSC
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LAW OFFICES OF
STRATTOH, HOGG S MADDOX, P.S.C.

P.O. BOX 1530
PKEVILLE, KF 41502

PHONE: (606) cI37-7800
'FAX: {606)437-7569

www.shmlam.corn
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DAVID C, STRATI'ON

STEPHEN L. HOGG
DANIEL P. STRATMN

Hon. W111i~rn Hickman, ill
Jones h Hickman Law Once
Post Ofhce Drawer 3850
Pikeville, Kentucky 41502

August 31, 2010

HENRY D. STRATTON (1926-1989)
P. EPIRD HOGG (1922-1999)
H. EDWARD MADDOX(1946-2003)
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Re: Aznendment to Agreement for Operations
Mountain Water District / UMG Contract

Dear Bill

ttt0

0
9
ttt

E

Please Gad enclosed an Amendment to the underlying contract that was approved at
the last Mountain Water District Board meeting. Greg and Bob are f~~cH~r with the
issue as Bob presented the issue to the Board for consideration at the July zneeting.
Bob has signed OQ'on this format.

Please have UMG sign, and return a signed copy to me. Ifyou have any questions
concezzIing the same, please advise.

Sincerely,
Stratton, Hogg 66 Maddox, PSC

DanIel P. Stratton
emaB: dpstrattonSsetel.corn

DPS/dsm
cc: Rhonda James

Mike Spears
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AMENDMENT TO AGREEMENT FOR OPERATIONS,
MAINTENANCE AND MANAGEMENT SERVICES

THIS AGREEMENT entered into this 20 day of August, 2010, by and

between UTILITIES MANAGEMENT GROUP, LLC, ofPost Once Box 663, Corbin,

Kentucky 40702, hereinafter referred to as ("UMG"), and MOUNTAIN WATER

DISTRICT ofPost Of5ce Box3157,Pikeville, Kentuclty 41502, hereinafter referred

to'as I"MWD ).

WHEREAS, the parties hereto entered into a management contract dated

of July 3, 2005; and

WHEREAS, the above referenced contract terminated according to its terms

on June 30, 2010; and

WHEREAS, the parties agreed to extend the contract under its amended

terms and conditions until December 31, 2010; and

WHEREAS, an issue has arisen concerning UMG'8 ability to exempt sales

taxes on purchases made on behalf of the MWD; and

WHEREAS, the parties hereto wish to resolve the same until a permanent

solution can be had when the full contract is renegotiated.

NOW THEREFORE %ITNESSETH:

That for and in consideration of the mutual covenants and promises

contained herein, the parties hereto agree to amend their contract dated July
3,'005,

as follows:

1) UMG will submit all requests for vendor payments that they would

have otherwise made under the management contract, but for the sales tax issue,

to the MWD Board for payment each month.
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2) UMG's ztatemeat for the 30 of the month foHowing the Board

zneeting wiH identify aH disbursements made by MWD in the prior month for

vendor payments which would otherwise have been made directly by UMG, and

will be reduced by the amount of such payments.

IN WITNESS %HEREOF, the parties hereto have executed this agreement

the date and year Qrst above written.

UTILITIES MANAGEMENT GROUP, LLC

BY:

ITS:
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BY:
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LAW OFFICES OF
STRATTOM, HOGG S MADDOX, P.S.C.

P.O. BOX 1530
PIKEVILLE, KY'1502

PHONE: (606) 437-7800
FAX: I606) 437-7569

mww.shm'law.corn
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DAVID C. STRATION
STEPHEN L HOGG
DANIEL P. STRATION

Hon. %illiam Hickman, III
Jones h Hickman Law OKce
Post Office Diawer 3850
PikeviOe, Kentucky 41502

September 16, 2010

HENRY D. STRATTON (1925-1999)
F. BYRD HOGG (1922-1999)
H. EDWARD MADDOX(1946-2003)
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Re: Mountain Water District / UMG Contract

Dear Bill:

Please find attached a copy of the letter I sentyou on August 27~ on starting the UMG
contract negotiations for the Mountain Water District contract. We have a Board
meeting on September 28~, and I would like to report back to them that
arrangements have been made to start that process. Ifyou could please advise of the
same, it would be greatly appreciated.
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DPS/dsm
cc: Rhonda James

MRe Spears

Sincerely,
Stratton, Hogg 8 Maddoz, PSC

rgb
Daniel P. Stratton
email: dustrattoa@setel.corn
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LAW OFFICES OF
STRATTON, HOGG S MADDOX, P.S.C.

P.O. BOX 1530
PIKEVILLE, KY 41502

PHONE: t606} 437-7800
FAX: (606}437-7569

mvw.shmlaw.corn
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DAVID C. STRATTON
STEPHEN L HOGG
DANIEL P. STRATTON

December 2, 2010

HENRY D. STRATTON (1925-1989)
F. BYRD HOGG (1922-1999)
H. EDWARD MADDOX(1946-2003)
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Mr. Bob Meyers
c/o Utility Management Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501
via email: bmeverQumellc.net

RE: MWD(UMG 2011 Contract

Dear Bob:
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Please find attached our proposed changes to the 2011 MWD/UMG Contract. Most
of the deletions center around those items which are no longer applicable in that you
have already had the contract for five years, and of course, the changes in the
structure of the consideration.

After you have had an opportunity to review everything, if you have any additions or
corrections you-wish to make, please give me a call.

Sincerely,
Stratton, Hogg S Maddox, PSC

Daniel P. Stratton
email: dostrattonSsetel.corn

DPS/dsm
cc: Rhonda James via email: rbiames66msn.corn

Mike Spears via email: mikesoears&setel.corn
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Agreement For Operations,
Maintenance and Management Services

THIS AGREEMENT is entered into this day of December, 2010, by and
between:

Mountain Water District, with its principal address at 6332
Highway, P,O. Box 3157, Pikeville, Kentucky 41502
(hereinafter "DISTRICT")

AND

UTILITY MANAGEMENT GROUP LLC, with its principal
address at 500 Summit Drive, P.O, Box 663, Corbin,
Kentucky 40702 (hereinafter UMG").

WHEREAS, DISTRICT owns and provides for the operation of water,
wastewater and related treatment, collection and distribution facilities
described on Appendix B; and
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WHEREAS, DISTRICT desires to employ the services of UMG in the
management operation, maintenance and management of these facilities and
UMG desires to perform such services for the compensation provided for
herein.

NOW, THEREFORE, in consideration of the mutual covenants and agreements
hereinafter set. forth, DISTRICT.and UMG.agree as fallows:- .

1. GENERAL

1.1 Definitions of words and phrases used in this Agreement arid the
attachments are contained in Appendix A.

1.2 All land, buildings, facilities, easements, licenses, rights-of-way,
equipment and vehicles presently or hereinafter acquired or owned
by DISTRICT shall remain the exclusive property of DISTRICT
unless specifically provided for otherwise in this Agreement.

1.3 This Agreement shall be governed by and interpreted in accordance
with the laws of the Commonwealth of Kentucky.

1.4 Neither this Agreement, nor any of the rights or obligations
hereunder, may be assigned by either—p"r!„" hereto UMG without
the prior written consent of the eked"r p"r"., District.
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All notices shall be in writing and transmitted to the party'
address stated above. All notices shall be deemed effectively given
when delivered, if delivered personally or by courier mail service,
i.e., Federal Express or Airborne Express, delivered after such
notice has been deposited in the United States mail postage
prepaid, if mailed certified or registered U.S. mail, return receipt
required; or received by the party for which notice is intended if
given in any other manner.

This Agreement, including its Appendices, is the entire Agreement
between the parties. This Agreement may be modified only by
written agreement signed by both parties. V/herever used, the
terms "UMG" and 'DISTRICT" shall include the respective officers,
agents, directors, elected or appointed officials and employees and,
where appropriate, subcontractors or anyone acting on their
behalf.

If any term, provision, covenant or condition of this Agreement is
held by a court of competent jurisdiction to be invalid, void or
unenforceable, the remainder of the provisions shall remain in fill
force and effect and shall in no way be affected, impaired or
invalidated.

It is understood that the relationship of UMG to DISTRICT is that
of. independent contractor and nothing in this Agreement shall
create the relationship of partnership or joint venture. The services
provided under this Agreement are of a professional nature and
-shall-be-performed-in-accordance-with-good and-accepted industry
practices for contract operators similarly situated. However, such
services shall not be considered engineering services and nothing
herein is intended to imply that UMG is to supply professional
engineering services to DISTRICT unless specifically stated in this
Agreement to the contrary.

If any litigation is necessary to enforce the terms of this Agreement,
the prevailing party, the party determined not to be in default or in
breach of the Agreement shall be entitled to its cost and reasonable
attorney fees which are directly attributed to such litigation in
addition to other relief to which it may be entitled. If both sides are
found to have defaulted or be in breach each will pay their own
cost.
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1.10 Nothing in this Agreement shall be construed to create in any third
party or in favor of any third party any right(s), license(s), power(s)
or privilege(s).
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da4, UMG will staff the Project with employees who have met
appropriate licensing and certification requirements of the
Commonwealth of Kentucky. UMG warrants that it will maintain
the necessary license and certified personnel as may be required
by the Commonwealth of Kentucky for operation of the Project.

UMG shall provide ongoing training and education for appropriate
personnel in all necessary areas of modem water and/or
wastewater process control, operations, maintenance, safety, and
supervisory skills.
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2-43

2.65

UMG shall develop and/or supply and utilize computerized
programs for maintenance, process monitoring and financial
control. In the event this agreement is terminated for any reason,
UMG shall provide the DISTRICT within thirty (30) days of notice
all computerized programs, codes, records instruction manuals,
and any other items necessary for DISTRICT to execute a complete
transfer of their records and the operating systems necessary to
access and maintain the same.

Within forty-five (45) days after the Commencement Date, UMG
will provide a physical inventory of DISTRICTS vehicles and
equipment in use at the Project and a general statement as to the
condition of each vehicle or piece of equipment. In the event this
Agreement is terminated for any reason, UMG will provide to
DISTRICT, a physical inventory of DISTRICT"S vehicles and
equipment, and a general statement as to the condition of each
vehicle and piece of equipment within ninety (90) days of the end of
the contract.

Within fortv five (45I davs after the Commencement Date, UMG will
prc-...p".!;provide DISTRICT with a physical inventory of chemicals
and other consumables on hand when UMG begins services under
this Agreement. Such chemicals and consumables will be made
available to UMG in connection with its performance under this
Agreement. UMG will provide DISTRICT with the same quantity of
chemicals or equivalent upon termination of this Agreement.
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UMG shall provide the DISTRICT with documentation that
preventive maintenance is being performed on DISTRICTS owned
equipment in accordance with manufacturer's recommendations at
intervals and in sufficient detail as may be feasibility determined
by the DISTRICT. Such a maintenance program shall include
documentation of corrective and preventive maintenance.

2.98 UMG shall operate, maintain and/or monitor the Project on a 24
hour per day, seven-day per week schedule,

2.409Visits may be made at a reasonable time by DISTRICT'S employees,
board members or se designated by DISTRICTS representative.
Keys for the Project shall be provided to DISTRICT by UMG for
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2.76 UMG shall be responsible for maintaining all manufacturers
warranties orr new equipmerrt purchased by'ISTRICT arid shall
assist DISTRICT in enforcing existing equipment warranties and
guarantees.
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such visits. All visitors to the Project shall comply with UMGs
operating and safety procedures.

2.121UMG will implement and maintain an employee safety program in
compliance with applicable laws, rules and regulations and make
recommendations to DISTRICT regarding the need, if any, for
DISTRICT to rehabilitate, expand or modify the Project to comply
with governmental safety regulations applicable to UMGs
operations hereunder and with federal regulations promulgated
pursuant to the Americans With Disability Act ("ADA").
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2.142 In any emergency affecting the safety of persons or property, UMG
may act without written amendment or change order, at UMGs
discretion, to prevent threatened damage, injury or loss. UMG shall
be compensated by DISTRICT for any such emergency work
notwithstanding the lack of a written amendment. Such
compensation shall include UMGs reasonable costs for the
emergency. Such cost and the basis for which they were incurred
shall be detailed to the Board in any request for additional
compensation.

2.153As required by law, permit or court order, UMG will prepare plant
performance reports and submit them to DISTRICT for signature
and transmittal to appropriate authorities on a timelv basis.

2.164UMG will provide laboratory testing and sampling presently
required by plant performance portions of the NPDES permit, the
Clean Water Act, the Safe Drinking Water Act, and/or any federal,
state or local rules and regulations, statutes or ordinances, permit
or license requirements or judicial and regulatory orders and
decrees.
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2, 140UMG shall provide a 24 hour/day 7 days per week customer
service phone number.
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2.175UMG will provide for the collection, hauling and disposal of solid
waste, screening, grit, sludge and scum ("Waste"j to DISTRICTS
existing or approved disposal sites. It shall be the sole right and
responsibility of DISTRICT to designate, approve or select disposal
sites to be used by UMG for DISTRICTS Waste. Te-the =.+".".'.".."
r hn nn r'««r An lr«v A+Ave rlv n«Ar A1 r «+n >klan'+n+nc n AlT I+I A«A1
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Rests-. All Waste and/or byproduct treated and/or generated
during UMGs performance of services is and ehaQ re.—.."'.-."..".""c!c
~4-ex~Lewe-p-ep™r.„:cfÃ87RKT- will not be considered propertv
of UMG.

2.186UMG shall provide all the administrative and financial functions as
nvtv-vn«+1r ~ ««AlrvAarl T v ~ +Tnn 'RTQ'PDTPV'0 nonfat n«A n«r n«4 nll AtUPHIT%kk4kJCrkVv*tPd4f 4klV4rkVI lklk4 l 4vV444vkt l4ll4l kkkkJ I ll4l 4kkkVIkkVF

a4~istra4i;e "~4—Aa"riel= . -..""";.",necessary to effectively
operate the business affairs of the DISTRICT, except as designated
bv the DISTRICT. UMG will provide a rnonthlv report showine the
percentage of revenue and cost associated between water and
waste water services for the prior month and vear to date.

ttt
O0

Ct

0
0

O.
Ctt

O
ttt
E
E
O
tt)
tOI
I
O.

ttt
0.
N

O
CQ

(5
K
tt)

Ci
EJ

K0
O

2.197UMG shall consult with the DISTRICTS Commissioners prior to any
replacement of the Project Manager, Operations Manager and
Controller.

0
0

2.2018UMG shall submit to the DISTRICT monthly, all reports of project
activities in accordance with the DISTRICTs policies and formats.

2.21-19UMG shall provide for monthly meter reading and billing. All
amounts billed on behalf of DISTRICT shall be the property of
DISTRICT and shall be promptly remitted to DISTRICT after receipt
by UMG. Customer Services offices shall be maintained at
locations approved by the DISTRICT.

2.220UMG shall provide its reasonable business efforts in controlling
unaccounted for water loss. A monthly report of system accounted
for/unaccounted for water loss shall be submitted to the
DISTRICT.

2.231UMG shall provide such Capital Expenditure as authorized by the
DISTRICT and will invoice the DISTRICT for such Capital
Expenditures monthly or upon completion.

2.242 UMG will provide additional funding to DISTRICT upon negotiating
mutually acceptable terms and conditions of such funding.
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2.253 UMG will seek sources of government grants and loans for
consideration by the DISTRICT, The DISTRICT must approve in
advance all application for such funding.

2.26@To protect the District and allow for continuity of service UMG will
post a letter of credit or other surety in the amount of $21,000,000
to ensure faithful performance of its contract obligations. Such
letter of credit or surety shall be released upon termination of this
Agreement and compliance by UMG with its obligations hereunder.

UMG'8 SCOPE OF SERVICES - WASTEWATER

'U

N'U

cl
N

N

0
U

0.
N
O
N
E
E0
O

3.1

3.2

3.3

This Article shall apply to UMGs operations, maintenance and
management services for the DISTRICTS wastewater systems.

Within the design capacity and capabilities of the Waste Treatment
Plant(s) described in Appendix 8, UMG will manage, operate and
maintain the Plant(s) so that effluent discharged from the Plant(s)
outfalls meets the requirements specified in Appendix C-l.

UMG will perform all Maintenance and Repairs for the Project, and
submit a monthly accounting to DISTRICT. ='c;.g;-;i".!:" det"!ed
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UMG will p'ay all Costs incurred in normal wastewater utility
operations. Any cost determined to be abnormal, for which
additional compensation is sought, shall be submitted to the
.DISTRICT-for approval-alorrg -with an explanation for the basis—
upon which its been determined to be abnormal.

4. UMG'S SCOPE OF SERVICES - WATER

This Article shall apply to UMGs operations, maintenance and
management services for the DISTRICTS drinking water treatment
system.
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4.2

4.3

Within the design capacity and capabilities of the Water Treatment
Plant(s) described in Appendix 8, UMG will manage, operate arid
maintain the Plant(s) so that water produced from the Plant(s)
meets the requirements specified in Appendix C-2.

UMG shall operate the water treatment plant(s), pump station(s),
and provide for all laboratory testing requirements.
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UMG will perform all Maintenance and Repairs for the Project, and
submit a monthly accounting to DISTRICT.

4.5 UMG will pay all Costs incurred in normal Water operations. Any
cost determined to be abnormal, for which additional
compensation is sought, will be submitted to the DISTRICT for
approval along with an explanation for the basis upon which it'
been determined to be abnormal.

5. UMCs SCOPE OF SERVICES - WASTEWATER COLLECTION SYSTEM
AND WATER DISTRIBUTION SYSTEM
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5.1

5.2

5.3

This Article shall apply to UMQs services for the DISTRICTS
wastewater collection system and potable water distribution
system.

The scope of UMGs services for the Maintenance and Repair of the
collection. system and the distribution system are set forth in
Appendices C-3 and C-4, respectively.

UMG shall provide for all daily operation and maintenance
functions such as line Repairs, customer connections, line and
tank maintenance, meter replacement, leak detection, line
flushing, valve exercise, system inspection, line locations, and
emergency call-outs, etc.
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DISTRICTS DUTIES

6.1

6.2

The DISTR'ICT shall fund all necessary Capital Experiditures. Such
funding shall be provided either (iI in advance from the DISTRICT
to UMG if the DISTRICT requests that UMG contract for such
Capital Expenditure or (iij the DISTRICT shall contract for such
Capital Expenditure directly. Priorities shall be given to safety and
the ADA related expenses described in Section 2.12. Any loss,
damage, or injury resulting from the DISTRICTS failure to provide
capital as reasonably required by UMG shall be the sole
responsibility of the DISTRICT provided that UMG has timely
notified the DISTRICT of the need for the capital expenditure and
has provided sufficient lead time for acquisition and utilization of
the same. Otherwise any such loss damage or injury shall be the
sole responsibility of UMG.

The DISTRICT shall keep in force all Project warranties,
guarantees, easements and licenses that have been granted to
DISTRICT and are not transferred to UMG under this Agreement.
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UMG shall keep in force all Project warranties, guarantees,
easements and license transferred to them under this Agreement.
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6I3 The DISTRICT shall pay all ad valorem, property, franchise,
occupational and disposal taxes, or other taxes associated with the
Project other than taxes imposed upon UMGs net income and/or
payroll taxes for UMG employees.

In the event UMG is required to pay any sales tax or use taxes on
the value of the services provided by UMG hereunder such
payments shall be reimbursed by the DISTRICT unless the
DISTRICT furnishes a valid and properly executed exemption
certificate relieving the DISTRICT and UMG of the obligation for
such taxes. Anv items purchased bv the DISTRICT to save sales
tax for a purchase UMG is reauired to make on behalf of the
DISTRICT. shall be reimbursed bv UMG within fifteen (15) davs
from the date of invoice to UMG.

The DISTRICT shall provide UMG with full use of any and all
pieces of DISTRICTS heavy equipment that are available so that
UMG may discharge its obligations under this Agreement in the
most cost-effective manner.
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DISTRICT shall provide all registration and licenses for DISTRICT'S
vehicles used in connection with the Project.

6t7 DISTRICT shall provide for UMG access to all easements, right-of-
ways, and access to discharge UMGs obligation under this
Agreement.

QTQTDTPT tt.hrrhq+f +La+pri?I rt I L d 1?1I drj~pjEIg h+ttddtt
-'-"" '@e-"""""'Q-and —Che —cease—

ewe't

1 Tt hrl ~ tl Qdt +Ih?1 1 1 1 +1 d tt1hrI+ Th ht TI+1dh h tt A hht 1 tflrh hrl f 1 htth5$PBAvu lkl Lfvvllvkl J. J ~ J
~

Lkkv Pkuk JL> Jvvlkluvv ulku VLTukivkkkv JJL
Ld h hthdr h J.drl r ttlt I?t I'L d r hr?th tl f ft1 1 ~ f Jl hF L1 1t to dt t rI11 f f L dr1111drlvvvk J vpv J 4 Lvu v**JJ JJJ L*lv J lv J **Jul vv LJJ VV v J 4 44k*k vvvT 4JJ vv*kvuu Jvu
hrI fl h Lh f Lodtt ttdrT'hrrhdf1 h ?1 rl I h dt d h rd
Lkk Ju Pl vpvk JJJVIJJI v JJLLJ Jvv JJVv 4\ 'vkl Pvl Jvk Jllvu Lkkku I J Jvk I 4J v J Jv
t t I 1 1 dl l. tt htt tt l'h 'AT N'9 [Q7 ddftd?J IrI rt t ~hrI fl t 1~?k hT'l h Drh dhJvttl JI 4 JLJ JV t\ Jl LV JV JV J JYJL k l VPlk 4JJJO Lllv QVJJVJCJQJJ vl 4 Jv J JVJI

8@~he tlat ht?tJdfkc Ih rt ?L d Drh d f f tt rl Ir r ht dh1 1 t ~dh 4 t 1 1 drlhvJJJLV VV1llPVvkkki ukv J JVI'VVL ukkuk Vl 4JJ > VVIIJLIJJJVJJI Lkvvu V

+Ld D htdr+
I I JV J J VJVV%

Page 9 of 16

6.6 DISTRICT shall provide for UMGs exclusive use of all vehicles
and'quipmentpresently in full time use at the Project except as may

be otherwise designated from time to time by Agreement.

0

to
N

Nl

Ol

o
O0
I-
0
0
00
ClL

TYT

1

0
4l

o?
cbo
Ol

LA

CO

Ol

C
Ql

O

X0
OC



6.98 DISTRICT shall promptly review and consider any request by UMG
for any additional Capital Expenditures or Costs incurred by UMG.
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7. COMPENSATION
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UMGs compensation under this Ameement shall consist of an
Annual Fee as set forth herein.

The Annual Fee for the first Agreement Year. which shall be for the
period Januarv 1, 2011, through December 31. 2012, shall be
87,632.000 ($636,000 monthly. adiusted as hereinafter set out.

The Annual Fee shall be adiusted annuallv to orovide that UMG
will be paid seventv percent (70'/ol of the increased revenues based
on the District's two most recent prior vear's audits. If the annual
revenue decreases. there will likewise be a downward adiustment
in the fee based on the same ratio. Examples of both increased
revenue and decreased revenue are attached on Exhibit "
Included in the annual fee is the allowance for maintenance and
repair, which shall initiallv be 4564,000 ($47.000 monthly. The
maintenance and reoair bud@et shall adiust annuallv in direct
proportion with anv adiustments in the annual fee.
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7.4

In the event. the annual adiustment provided in Section 7.2 is not
sufficient to match the Consumer Price Index ("CPI"j for the prior
vear. upon the reauest bv UMG, the District aerees to aoplv to the
Public Service Commission {"PSC"lfor a rate increase sufficient to
provide for a cost of living adiustment in UMG's fees. Prior to the
District's aoolication to the PSC. UMG will provide the District an

- -- audited —financialmtatement —for —UMG-which-denotes-itsmost —and--
profit under this contract. The parties agree that a reauest to the
PSC for a rate adiustment shall onlv be made one time durine the
term of the contract.

The Annual Fee {and Maintenance and Repair Limit included
therein) shall be eegc""te" cacl~r~eme;.t Yc"r ":leant —s4'~

C +L h + TT + rTIIILrk aakkV Pk lVI LV Ikkl 4V kkaTTu~Wk J Vi I I iaV I area Ve like k aWI Vli VV Lk ~ I ekWI V

calculated within thirtv (30) davs of aooroval of the DISTRICT'S
annual audit, but in no event. later than thirtv (301 davs prior to
the next anniversarv date, at which time the new fee would be
effeCtiVOa NL 1rT lL MTC'DDT' r1 1 TTIlTn r;1 + O'L O ~4' ark kv Lie'w Li k4 kr kue I I Ll ev l 4allw v lee ev l alii I v week v\ T Lliv k ll ail Li4Ll
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expenses, incurred by UMG including overtime wages as a result of
severe weather, a disaster or other unplanned events (in which
funds may be recovered through billing a third party including the
State or Federal Government such as through the FEMA program
or other source) will be invoiced by UMG to the DISTRICT for
reimbursement in accordance with Section 8.2. Any expense that
may be recovered from FEMA or other similar source may also be
invoiced by UMG to the DISTRICT subject to the condition that
payment for the same is subject to reimbursement by FEMA, or
other similar source to the DISTRICT.

8. PAYMENT OF COMPENSATION

8.1 One twenty-fourth (1/I'24) of the Annual Fee for each Agreement
Year shall be due and payable on the 15Th and the last day of each
month during such Agreement Year for service provided in
accordance to Articles 7.1 and 7.2 of this Agreement, ='.":-.'..'"-.
/urn+ A rtr aJLrtaar« I- Van« /r nrrt 1«I~it rt Ti 11 r 1 TAAn ntnrl~ rior« rr Ti 1«gilk V I L5J V«LLJVJJ 4 1 I 41 TVVllkllkt JJVJJJQ V 411 k. ) V VV) Lulls 4TJUJJJ(D V Lkkll)
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+;27.51f actual Maintenance and Repair expenditures are less than the
Maintenance and Repair Limit for any Agreement Year, UMG will
rebate the entire difference to the DISTRICT in accordance with
Section 8.3. If actual Maintenance and Repair expenditures exceed
the Maintenance and Repair Limit, the DISTRICT shall pay the
excess to UMG (to the extent UMG has paid the samel in
accordance with Section 8.2. UMG will notify the DISTRICT when
actual Maintenance and Repair expenditures equal eighty percent
(80%) of the Maintenance and Repair Limit in each Agreement Year
throughout the term.
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812 All other compensation to UMG I!.".c.='.."."- " ":J c;.;."-c4ea-I""ce"/ is
due upon receipt of UMQs invoice and payable within fÃe~(~
thirtv (30'ays, except as provided in Article 7.6.

9. SCOPE CHANGES

9tl A Change in Scope of services shall occur when and as UMQs
Costs of providing services under this Agreement change as a
result of DISTRICTS request of UMG and UMQs consent to provide
additional services bevond what is provided in this agreement and
growth of current services.
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8.3 DISTRICT shall pay interest at an annual rate equal to the
DISTRICTS designated financial institution's prime rate p! ":;;8
pere=;.".,'","",';;,'n payments not paid and received by UMG within
thirty (30) calendar days of the due date, such interest being
calculated from the due date of the payment. In the event the
charges hereunder might exceed any limitation provided by law,
such charges shall be reduced to the highest rate or amount within
such limitation.
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10. INDEMNITY AND LIABILITY INSURANCE

10.1

10.2

10.3

UMG agrees to indemnify and hold DISTRICT harinless against any
and all claims, suits, actions, deeds, damages, cost, charge and
expenses, including court cost and reasonable attorney fees, and
against all liability, losses and damage of any nature whatever that
DISTRICT shall or may at any time sustain arising from the
operation of this Agreement other than those arising from the
DISTRICTS negligence or willful misconduct.

DISTRICT agrees to indemnify and hold UMG harmless against any
and all claims, suits, actions, deeds, damages, cost, charge and
expenses, including court cost and reasonable attorney fees, and
against all liability, losses and damage of any nature whatever that
UMG shall or may at any time sustain as a result of DISTRICTS
negligence or willful misconduct,

UMG shall be liable for those fines or civil penalties imposed by a
regulatory or enforcement agency for violations occurring on or
after the Commencement Date, of the effluent quality requirements
provided for in Appendices C-I and C-2 that are a result of UMQs
negligence. DISTRICT will assist UMG in contesting any such fines
in administrative proceedings and/or in court prior to any
payment by UMG, UMG shall pay the cost of any such contest.
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10.5 Indemnity agreements provided for in this Agreement shall survive
the termination of the Agreement.

10.6 Each party shall obtain and maintain insurance coverage of a type
and in the amounts described in Appendix E. Each party shall
provide the other party with satisfactory proof of insurance.

11. TERM, TERMINATION AND DEFAULT

The initial term of this Agreement shall be five {5) years
commencing Ak„!, 2095-Januarv 1. 2011. Each period during
the term commencing 'u!;- 'anuarv 1 and ending the following
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UMG shall be liable for all fines or civil penalties imposed by any
regulatory or enforcement agencies on DISTRICT and/or UMG that
are xot awesult of DISTRICTS negligence -or are otherwise ¹ireztly
related to the ownership of the Project and shall indemnify and
hold DISTRICT harmless from the payment of any such fines
and/or penalties.
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d'u;.e 0 December 31 shall be referred to as an "Agreement Year."
The DISTRICT shall have the right, without cause, to terminate
this Agreement at the end of the third Agreement Year upon
repayment of the unamortized capital investment made by UMG, if
any. Notice of termination shall be given in writing one hundred
~tT twentv (-1-8120) days in advance of the effective date of
termination.
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-~ "Tl "" "-t .""r+.".™A—e-..A''-. F. In the event this agreement is
terminated prior to the District's pavoff of UMG'S loan dated

. which is bein@ forgiven over time. the District
agrees to pav UMG the unamortized balance of the note as of the
date of termination as set out in Exhibit

11.2 A party may terminate this Agreement only for a material breach of
the Agreement by the other party except as provided in Section
11.1 only after giving written notice of breach; and, only after
a11owing the other party thirty (30} days to cure or commence
taking reasonable steps to cure the breach.
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1 1L4 Upon notice of termination by DISTRICT, UMG shall assist
DISTRICT in assuming or transferring operation of the Project, for
a period up to six (6) months from the date of notice of
termination. UMG's compensation for such services shall be its
costs not otherwise uncured in operation of the Project. If-
additional Cost is incurred by UMG at request of DISTRICT,
DISTRICT shall pay UMG such Cost within thirty (30) days receipt
of invoice.

11.5 Upon termination of this Agreement and all renewals and
extensions of it, UMG will return the Project to DISTRICT in the
same condition as it was upon the effective date of this Agreement,
ordinary wear and tear excepted. Equipment and other personal
property purchased by UMG for use in the operation or
maintenance of the Project shall remain the property of UMG upon
termination of this Agreement unless the property was directly
paid for by DISTRICT or DISTRICT specifically reimbursed UMG for
the cost incurred to purchase the property or this Agreement
provides to the contrary.
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12. DISPUTES AND FORCE MA JEURE

12.1 In the event activities by employee groups or unions unrelated to
UMG cause a disruption in UMQs ability to perform at the Project,
DISTRICT, with UMGs assistance or UMG at its own option, may
seek appropriate injunctive court orders. During any such
disruption, UMG shall operate the facilities on a best-efforts basis
until any such disruptions cease.

12.2 Neither party shall be liable for its failure to perform its obligations
under this Agreement if such failure is due to any Unforeseen
Circumstances.

MOUNTAIN WATER DISTRICT UTILITY MANAGEMENT GROUP, INC.

Both parties indicate their approval of this Agreement by their signatures
below, and each party warrants that all corporate or governmental action
necessary to bind the parties to the terms of this Agreement has been and will
be taken.
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APPENDIX A

DEFINITIONS
Cll'00

A.2

A.3

A.4

A.5

A.6

A.7

A.8

"Adequate Nutrients" means plant influent nitrogen, phosphorus and
iron contents proportional to BODs in the ratio of five (5) parts
nitrogen, one (1) part phosphorus, and one-half (0.5) part iron for
each one hundred (100) parts BODs,

"Annual Fee" means a predetermined, fixed sum for UMQs services.
The Annual Fee includes Cost and profit.

"Biologically or Toxic Substances" means any substance or
combination of substances contained in the plant influent in
sufficiently high concentration so as to interfere with the biological
processes necessary for the removal of the organic and chemical
constituents of the wastewater required to meet the discharge
requirements of DISTRICTS NPDES Permit. Biologically toxic
substances include, but are not limited to, heavy metals, phenols,
cyanides, pesticides and herbicides.

"Capital Expenditures" means any expenditures for (1) the purchase
of new equipment or facility items that cost more than ~:;c .!.,c.:"";.d
"!!"r" ',~2,"00', Three Thousand Five Hundred Dollars ($3,500); or (2)

major repairs which [significantly extend equipment or facility service
life andj cost more than T:;c T.".c"=""." c!!™r"'~","Og Three
Thousand Five Hundred Dollars ($3.500) or (3) expenditures that are
planned, non-routine and budgeted by DISTRICT.

"Cost" means all Direct Cost and i."."r="t "="". determined on an
accrual basis in accordance with generally accepted accounting
principles.

"Direct Cost" means the actual cost incurred for the direct benefit of
the Project including, but not limited to, expenditures for project
management and labor, employee benefits, chemicals, lab supplies,
repairs, repair parts, maintenance parts, safety supplies, gasoline, oil,
equipment rental; legal and professional services, quality assurance,
travel, office supplies, other supplies, uniforms, telephone, postage,
utilities, tools, memberships and training supplies.

"Cornrnencement Date" shall mean J"!;-', 2005 Januarv 1, 2011.

"Maintenance" means those routine and/or repetitive activities
required or recommended by the equipment or facility manufactured
or by UMG to maximize the service life of the equipment, sewer,
vehicles and facilities.
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"Maintenance or Repair Limit" means the total Maintenance and
Repair expenditures that UMG has included in the Annual Fee, Such
expenditures exclude any labor costs for UMGs staff assigned to the
Project. UMGs specialized maintenance personnel, not assigned at the
Project, who provide such specialized services such as, but not limited
to, vibration, thermographic and electrical aaalg~ analvsis,
instrumentation maintenance and repair will be charged to the
Maintenance and Repair Limit.

A. 11 "Repairs" mean those;.""..""'. -.."non-routine/non-repetitive activities
required for operational continuity, safety and performance generally
due to failure or to avert a failure of the equipment, sewer, vehicles or
facilities or some component thereof.

A. 12 "Unforeseen Circumstances" shall mean any event or condition which
has an effect on the rights or obligations of the parties under this
Agreement, or upon the Project, which is beyond the reasonable
control of the party relying thereon and constitutes a justification for
a delay in or non-performance of action required by this Agreement,
including but not limited to (i) an act of God, landslide, lighting,
earthquake, tornado, fire, explosion, flood, failure to possess sufficient
property rights, acts of the public enemy, war, blockade, sabotage,
insurrection, riot or civil disturbance; (ii) preliminary of final order of
any local, province, administrative agency or governmental body of
competent jurisdiction (but excluding in the case of performance by
the DISTRICT, any order of the DISTRICT); (iii) ".-.„" cham~
«OI«««1I«+« I«W V««1n I I«O« I««"rs««« I«~t «~t~«««««+I«+«SV ""— -tatet~depted-,

,1 t 4 ' th .; lC", 11,- A;4", 4 1 4 hIVlk«v«l+4 I V««l lVV VIVQ IV! IV I lt\ l \I l J«PP«VI«IVCJVJ) JJJV ««i*@VIA Vl I J JV«ljOtV Vl IJj
lI«r I«1 r w wI«n«rrr «r ~««««+n 1 hI«A« I««;;,;,, labor disputes, strikes,

work slowdowns or work stoppages, but excluding labor disputes,
strikes, work slowdowns or work stoppages by employees of UMG;
and (iv) loss of or inability to obtain service from a utility necessary to
furnish power for the operation and maintenance of the Project.

A.10 "Project" means all equipment, vehicles, grounds, rights of way,
sewers and facilities described in Appendix B and, where appropriate,
the management, operations and maintenance of such.
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APPENDIX B

DESCRIPTION OF PROJECT

UMG agrees to provide the services necessary for the management, operation
and maintenance of the following.

a. All equipment, vehicles, grounds and facilities now existing within
the present property boundaries of or being used to operate the
DISTRICTs Water Treatment Plant located at:
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Gl

Harless Creek, Pikeville, Kentucky 41501

b. All equipment, grounds and facilities now existing within the
present property boundaries of pumping stations described as
follows:

AS ATTACHED - one hundred and seven (107) Pumping Stations,
twenty-three (23) master meters, thirty-one (31) pressure
regulators, ninety-six (96) water storage tanks, three hundred fifty
(350) fire hydrants and seven hundred eighty-one (781) miles of
water distribution line.
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c. All equipment, vehicles, grounds and facilities now existing within
the present property boundaries of or being used to operate the
DISTRICT'S eighteen (18) wastewater treatment plants located at:

Belfry Courthouse

Colley Hills

Forest Hills

Hardy Park

Johns Creek Fire Dept

Keene Village

Mossy Bottom

Phelps Courthouse

Stone Heights

Branham Heights

Douglas Industrial

Hellier Courthouse

Johns Creek Day Care

Johnson Bottom

Maple Village Subdivision

Phelps WWTP

Shelbiana MHP

Willow Place

d. Twenty-five sewer lift stations, one hundred (100) (+ or -) miles of
force mains or gravity sewer lines in service on the effective date of
this Agreement.

e. All additions to the above that occur is the ordinary course of
business.
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APPENDIX C-1

NPDES PERMIT AND PROJECT CWLRACTERISTICS

C.l.l UMG will operate so that effluent will meet the requirement of each
NPDES permit number listed in Figure 1 and anv additions thereto
that occur in the ordinarv course of business:

Figure 1

Location KY PDES¹ Permit Permit Capacity BOD
Issued Expires

TSS

Belfry
Courthouse

KY0072591 07/01/01 06/30/05 5,000 30/60m gl 30/60mgl

Branham
Heights

KY0096580 03/01/03 08/31/05 10,000 30/60mgl 30/60mgl

Colley Hills KY0089303 10/01/02 09/30/05 10,000 30/60mgl 30/60mgl
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Dorton Park KY0104841 06/01/03 08/31/05 30/60mgl 30/60mgl

Douglas
Industrial

KY0042811 09/01/01 08/31/05 150,000 15/30mgl 30/60mgl

Forest Hills KY0095885 08/01/02 06/30/05 10,000 20/40mgl 30/60mgl

Hellier
- -COUTQ1011sc

KY0072664 09/01/01 08/31/05 5,000 30/60mgl 30/60m gl

Johns
Creek DC

Johns
Creek Fire

KY0098621 01/31/04 01/31/09 2,000

KY0103365 08/01/02 01/31/06 1,000

30/60m gl 30/60mgl

30/60mgl 30/60mgl

Hardy Park KY0072672 07/01/01 06/30/05 10,000 30/60mgl 30/60mgl I
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Johnson
Bottom

Keene
Village

Maple
Village

Mossy
Bottom

KY0073156 07/01/01 06/30/06 15,000 30/60mgl 30/60mgl

KY0072834 02/01/02 01/31/06 15,000 20/40mgl 20/40mgl

KY0098353 09/01/04 01/31/06 10,000 30/60mgl 30/60mgl

KY0100480 09/01/01 09/30/05 200,000 30/45mgl 30/45mgl
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Location KY PDESS Permit Permit Capacity BOD
Issued Expires

TSS 'D
CC
Tl
C:
(0

Co

Phelps
WWTP

KY0104442 07/01/03, 06/30/05 250,000 30/45mgl 30/45mgl

Phelps KY0072648 07/01/01 06/30/05 2,000
Courthouse

30/60mgl 30/60mgl

Shelbiana KY0099805 09/01/01 08/31/05 37,134 30/60mgl 30/60mgl
MHP

C

0
~l
L

CL

8
O

E
E
O
O

Stone
Heights

Willow

Place
KY0082708 02/01/02 01/31/06 5,000 10/20mgl 30/60m gl

KY0029343 06/30/OS 02/28/07 10,000 30/60mgl 30/60mgl
I
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Russell FK KYG640159 09/0 1/04 08/31/09 2 mgd N/A 30/50mgl
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C.1.2 In the event any one of the Project influent characteristics, suspended
solids, BOD or flow, exceeds the design parameters stated above,
UMG shall return the plant effluent to the characteristics required by
NPDES in accordance with the following schedule after Project
influent characteristics return to within design parameters.

10% 01 Less
Above 10% Less than 20%
20% and Above

5 days
10 days
30 days

These are adopted by reference herein as of the date hereof UMG shall be
responsible for meeting the effluent quality requirements of the Permit unless
one or more of the following occurs: (1) '.he p:"ject n..ue-.-.t ""=";."'.""."..-".".
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eanta~s Biologically Toxic Substances which cannot be removed by the
existing process and facilities; (2) dischargers into DISTRICT'S sewer system
violate any or all regulations as stated in DISTRICT'S Industrial Water and
Sewer Ordinance(s) or as required by law; (3) the flow or influent BODs and/or
suspended solidk exceeds the 'Project design parameters which are identified
(FIGURE 1) thousand gallons of flow per day, (FIGURE 1) pounds of'BODs per
day, (FIGURE 1) pounds of suspended solids and a daily peaking factor of
(FIGURE 1) times flow; (4) if the Project is inoperable or can operate only at a
reduced capacity on account of construction activities, fire, flood, adverse
weather conditions, labor. disputes or other causes beyond UMGs control.
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Notwithstanding the above schedule, if the failure to meet effluent
quality limitations is caused by the presence of Biologically Toxic
Substances or the lack of Adequate Nutrients in the influent, then
UMG will have a thirty (30) day recovery period after the influent is
free from said substances or contains Adequate Nutrients.
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APPENDIX C-2

PRO JECT CHARACTERISTICS
IC'0
0

JCC

t7I

C.2.1 The Project has the following design characteristics:

C.2.2 UMG will operate the Project so that water treated will meet the
current Municipal Drinking Water Standards. UMGs Annual Fee
includes all costs for treating an average daily flow of 2.0 MGD of raw
water per day to the standards specified below.

Turbidity
Iron
Manganese
Fluoride
pH Color
Corrosivity
Odor E.
Coli

0.3 NTU
<0.3 mg/L
<0.05 mg/L
0.8 average mg/L
>7.0
<15 color units
Non-corrosive
<3.0 TON
Negative

C.2.3 If any of the following contaminants in the raw water causes the
finished water to exceed the maximum Contaminant Levels fMCL)
established for finished water quality, UMG will treat the raw water to
reduce said contaminant to an acceptable MCL. The cost of any
specific treatment will be in addition to the Annual Fee for the
treatment required by this Article C.2.3.

Radionuclides

A capacity of 2.0 MGD of finished water production with an ability for
chemical additions, flocculation, sedimentation and filtration based
on 2 gallons per minute per square foot of filter area. The Project has
the capability for post treatment by chlorination and fluoridation.
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Organic Chemicals

Contaminant MCL Cme/U

'(d

(d00
((l

N

Alachlor
Aldicarb
Aldicarb Sulfone
Aldicarb Sulfoxide
Atrazine
Benzene
Carbofuran
Carbon Tetrachloride
Chlordane
2,4-D
Dibromochloropropane (DBCP)
Dibrornochioropropane (DBCP)
p-Dichlorobenzene
1,2-Dichloroethane
1,1 -Dichloroethylene
cis-l,2-Dichloroethylene
trans-1,2-Dichloro ethylene
1,2-Dichloropropane
Endrin
Ethylbenzene
Thylene Dibromide (EDB)
Thylene Dibromide (EDB)
Heptachlor Epoxide
Lindane
Methoxychlor
Monochlorobenzene
Pentachlorophenol
Po lychlorinated Biphenyls (PCB)
Styrene
Tetrachloro ethylene
Toluene
Toxaphene
2,4,5-TP (Silvex)
1,1,1 -Trichloroethane
Trichloroethylene
Total Trihalomethanes
Vinyl Chloride
Xylenes (Total)

0,002
0,003
0.002
0.004
0.003
0.005
0.04
0.005
0.002
0.07
0.0002
0.6
0.075
0.005
0.007
0,07
0. 1
0.005
0.002
0.7
0.00005
0.0004
0.0002
0.0002
0;04
0. 1
0.001
0.0005
0.1
0.005
1
0.003
0.05
0.02
0.005
0. 1
0,002
10
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Inorganic Chemicals

Contaminant

Arsenic
Asbestos
Barium
Cadmium
Chromium
Fluoride
Mercury
Nitrate
Nitrite
Total Nitrate Nitrite
Selenium
Chloride
Copper
Fluoride
Silver
Sulfate
Total Dissolved Solids (TDS)
Zinc

MCL

0.05
7 (million fibers/L)
2
0.005
O.l

0.002 10 (as
nitrogen)
1 {as nitrogen)
10
0.05
300
1.0
2.0
0.10
300 1,000
5
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ill
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Q
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CO

Cl
Cl

0
O
CO

E

0
0
O

Aldrin
Benzo(a) pyrene
Butachlor
Carbayl
Dalapon
Di(2-ethylhexy) adipatc
Di(2-ethylhexyl) pthalarc
Didamba
Dichloromethane Dieldrin
Dinoseb
Diquat
Entodhal
Glypho sate

Hexachlorobenzene
Hexachiorocyclopentadiene
3-Hydroxy carbofiiran
Methomyl
Metolachlor
Metribuzin
Oxyamyl (vydate)
Pictoram
Propachlor
Simazine
2,3,7,8-TCDD {Dioxin)
1,2,4-Trichlorobenzene
1,1,2-Trichloroethane

C.2A UMG will provide laboratory services for monitoring only the following
contaminants on an as-requested basis. These contaminants do not
have an established MCL.
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APPENDIX C-3

O
150
C
(5

CO

WASTEWATER COLLECTION SYSTEM

SCOPE OF SERVICES

S
0
C
Y0.

O
S

The wastewater collection system consists of all lift stations, manholes and
pipe in service as of effective day of this Agreement and those added to the
svstem in the ordinarv course of business. UMG's responsibility with the
wastewater collection system shall be to respond to notification of clogged or
blocked DISTRICT owned wastewater/sewer lines in place as of the effective
date of this Agreement, and to make all reasonable and diligent efforts to
remove debris or other material causing blockages. UMG shall respond to
notices of blockage by the next working day of receiving notice. The DISTRICT
shall remain responsible for replacing sewer and wastewater lines and for any
damage or loss to property or injury, including death or disease of any person
arising from failure or from the operation or repair of the wastewater collection
system, and the DISTRICT, or its underwriters, shall retain responsibility to
administer, adjust and respond to any claims arising as a result thereof.

UMG will notify. the..DISTRICT promptly when .UMG becomes..aware of. the .

potential requirement of repair or replacement of any wastewater collection
system components and assist the DISTRICT in locating such areas. UMG

repair and maintenance of the wastewater collection system components shall
be treated as Maintenance and Repair incurred pursuant to this Agreement.
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APPENDIX C-4

DRINKING WATER DISTRIBUTION SYSTEM

SCOPE OF SERVICES

Figure 2

M-01JC

M-02JC

M-03BC

M-04CC

M-05SV

M-06IC

M-07IC

M-081C

'hM)9SX

M-10SV

M-11EC

M-12CP

M-13HC

M-14MC

M-15MC

M-16PC

M-17PC

M-18IC

Location

Town Mountain

Meta

Big Creek

Chloe Creek

Indian Hills

Island Creek

Raccoon Branch

Hoopwood Hollow

Sookey Creek-A'I ——

Sookey Creek 42

Elkhorn Creek

Cowpen

Hurricane Creek

Marrowbone WTP

Millard

Williamson 01

Williamson 82

Meter Size

6 inch

6 inch

6 inch

6 inch

4 inch

4 inch

4 inch

2 inch

-- 4 inch--

6 inch

4 inch

4 inch

4 inch

10 inch

6 inch

10 inch

6 inch

Modern Mobile Home Park 2 inch

The water distribution system consists of all waterlines, meters, hydrants,
master meters and valves in service as of the effective date of this Agreement
and pump stations and water storage tanks identified in Figure 2, Figure 3,
Figure 4, and those added to the svstem in the ordinarv course of business.
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MMS

M-19MC

M-20JC

M-21HC

M-22MC

Location

Ferrells Creek

Brushy Creek

Cedar Gap

Elkhorn Connector

Meter Size

4 inch

4 inch

4 inch

6 inch

III
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E
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Figure 3

01FC

03RC

07JC

09JC

11GV

14JC

17BC

20PC

22PC

24PC

26PC

28BB

30BB

32BB

35CC

3?MC

39MC

Ferguson Creek

Grassy Fork 01

Johns Creek RR

Elkhorn MT

Upper Camp Branch

Meathouse

Long Fork, Big Creek

Williamson Mall

Forest Hills

Sharondale

Hardy

Dials Branch

Left Fork of Blackberry

Peter Fork

Kendrick Fork

Marrowbone Pl.

Twin Bridges

I 02RC

05JC

08JC

10GU

13JC

15JC

18PC

21PC

23PC

25PC

27PC

29BB

31BB

33BC

36CC

38MC

40MC

Taylor Fork

Cabin Knoll

Deskins

Grapevine School

Stratton Fork

Coburn Mt 81

Rogers Park

Southside Mall

US 119,Toler

Runyon School

Turkey Toe

Blue Springs

Smith Fork

Pinson Fork

Ivy Fork

Poor Bottom

Graveyard Hollow
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41SV Fords Branch

43RC Grassy Fork R2

45SV Caney Creek

47GC Greasy Creek

49GC Greasy Creek

51LP Lower Pompey

53JC Johns Creek 82

55SV US 23 Solenoid

57CP Adkins Branch

59PC Mudlick Branch

61PC Coburn Mountain

63PC Runyon Branch

65MC Alleghany

67SV Indian Creek

69SV Long Fork Shelby Creek

71PT Smith Fork

73SV Elkhorn Creek

75PC Allison Heights

77PC Caney Fork

79HC Spring Branch

81PF Widows Branch

83IC Edgewood Lane

85SV Little Robinson Creek

87PF Beech Creek

96GV Trace Fork

89GU Pritchard Fork

42SV Sookeys Creek

44IC Island Creek

46DC Dorton Creek

48BC Buckley Creek

50GC Gillespi Branch

52JC Johns Creek 81

54JC Long Fork Johns Creek

56CP Cowpen Creek

58PC Narrows Branch

60PC Pinson Fork Pond Creek

62PC Scant Branch

64JC Scott Fork

66PC Belfry Hill

68MC Peyton Creek

70LP Slones Branch

72HC Hurricane Creek

74PC Sharon Heights

76JC Layne Branch

78SV Pigeon Branch

80MC Powell Creek

82PF Barrenshee

84SV Lizzie Fork

86EC Mills Branch

88MC Biggs Branch

19PC KY 292

90PC Ball Fork
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91 PF

94MC

92MC

97MC

99PF

Bones Branch

Sarah Branham

Brushy Fork, Hellier

Rockhouse

Hurricane Fork

105

107

109

Hunt Branch

Sutton Bottom

Upper Pompey

Feds Creek

101SU Kelly Mountain Road

103MC Bowling Fork

93MC

95PC

96PF

98BC

Contrary Hollow

Straight Hollow

Upper Peter Creek

Brushy Creek

106

108

110

Anderson Branch

Hatfield

Abner Fork

100MC %olfpit Hollow

102SV Sugar Branch

104PF Camp Creek
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Town Mountain
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Bent Mountain
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Grapevine Scbool

Hunt Knob
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15JC

16BC

17BB

18PC

19PC

20PC

21PC

22PC

23PC

24PC

25PC

26PC

29BB

30BB

31BB

32BB

33BC

35CC

36CC

38MC

41SV

42SV

43RC

44IC

45SV

Coburn Mountain

Sandlick

Long Fork, Big Creek

Rogers Park

KY 292 Tank

Southside Mall ¹1
Southside Mall ¹2

Forest Hills

Sharon dale

Stone

McVeigh

Hardy Park

Blackberry Mountain

Left Fork Blackberry

Sra.ith Fork Blackberry

Peter Fork Blackberry

Pinson Fork of Rockhouse

Kendrick Fork

Ivy Fork

Poor Bottom

Graveyard Hollow

Shelbiana

Douglas Park

Grassy Fork ¹2

Island Creek

Dorton ¹1
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47GC

48BC

50GC

51LP

52JC

53JC

54JC

55SU

56CP

57CP

58PC

59PC

60PC

62PC

63PC

65MC

66PC

67SV

68MC

69SV

70LP

71GC

72HC

73SV

Dorton ¹2

Greasy Creek

Buckley Creek

Upper Greasy Creek

Gillespi Branch

Lower Pompey

Upper Johns Creek ¹1
Upper Johns Creek ¹2

Long Fork of Johns Creek

Robinson Creek

Cowpen Creek

Pike County Airport

Narrows Branch

Mudlick Branch

Pinson Fork of Pond Creek

Scant Branch

Runyons Branch

Alleghany

Belfry Hill

Indian Hill

Peyton Creek

Long Fork of Shelby Creek

Slones Branch

Smith Fork

Hurricane Creek

Elkhorn Creek
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74PC

76JC

77PC

79HC

80MC

81PF

82PF

37MC

84SV

85SV

86EC

87PF

88MC

89GV

90PC

91PF

92MC

93SV

94SV

95PC

96PF

97MC

98BC

99DF

100MC

101SU

Sharon Heights

Lane Branch

Caney Fork

Spring Branch

Powell Creek

Widows Branch

Barrenshee Hollow

Wolfpit

Lizzie Fork

Little Robinson Creek

Mills Branch

Beech Creek

Biggs Branch

Pritchard Fork

Ball Fork

Bones Branch

Brushy Fork of Allengeny

Contrary Hollow

Sarah Branham Hollow

Straight Hollow

Upper Peter Creek

Rockhouse, Marrowbone

Brushy Creek

Hurricane Fork of Knox Creek

Wolfpit Hollow

Kelly Mountain Road
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102SV

103MC

104PF

105

106

107MC

108MC

Sugar Camp Road

Bowling Fork Road

Camp Creek

Road Creek

Ferrells Creek

Feds Creek

Motley Fork
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APPENDiX R D

INSURANCE COVERAGE

UMG SHALL MAINTAIN:

Statutory Workers'ompensation for all of UMG's employees
at the Project as required by the Commonwealth of
Kentucky.

2. Comprehensive general liability insurance, insuring UMGs
negligence, in an amount not less than $42,000,000
combined single limits for bodily injury and/or property
damage.

DISTRICT SHALL MAINTAIN:

Statutory Workers Compensation for all of DISTRICT'S
employees associated with the Project as required by the
Commonwealth of Kentucky.

Property damage insurance for all property including
vehicles owned by DISTRICT and operated by UMG under
this Agreement, Any property, including vehicles not
properly or fully insured shall be the financial responsibility
of the DISTRICT. Although the DISTRICT is required to
maintain these~surarrce-coverages; the parties acknowledge
that the current premium costs are included in the budget
provided to UMG and provided and to the extent the
premium costs do not increase, UMG will promptly pay, on
behalf of the DISTRICT, the premiums for said insurance
coverages. The DISTRICT shall pay any additional premium
cost for such insurance coverages.

Automobile liability insurance for collision, comprehensive,
and bodily injury.

Each party will provide at least thirty (30) days notice of the cancellation of any
policy it is required to maintain under this Agreement. UMG may self-insure
reasonable deductible amounts under the policies it is required to maintain to
the extent permitted by law but only if such action does not invalidate the
property insurance of DISTRICT.
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Rate Adjustment Examples
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2009
Increase

5100
$110

10

MWD Audited Revenues UMG Fees

2009 8 80
2011

(prior

yea increase 70%) 5 87
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DAVID C. STRATTON
STEPHEN L. HOGG
DANIEL P. STRATTON

LAW OFFICES OF
STRATTON, HOGG S MADDOX, P.S.C.

P.O. BOX 1530
PIKEV1LLE, KY 41502

PHONE: (606) 437-7800
FAX: t606) 437-7569

www.shmlaw.corn
HENRY D. STRATTON (1925-1989)
F, BYRD HOGG (1922-1999)
H. EDWARD MADDOX(1966-2003)

December 7, 2010
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Mr. Bob Meyers
c/o Utility Management Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501
via email: bmever@umellc.net

RE: MWD/UMG 2011 Contract
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Dear Bob:

Please find attached our proposed changes to the 2011 MWD/UMG Contract. Most
of the deletions center around those items which are no longer applicable in that you
have already had the contract for five years, and of course, the changes in the
structure of the consideration.

After you have had an opportunity to review everything, if you have any additions or
corrections you wish to make, please give me a call.

Sincerely,
Stratton, Hogg 8 Maddox, PSC

Daniel P. Stratton
email: dpstrattonPa.setel.corn

DPS/dsm
cc: Rhonda James via email: rb)ames6Smsn.corn

Mike Spears via email: mikesoearsSsetel.corn
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Utility Experts

Memo
To: Dan Siralfon

From: Bab Meyer

cc: Greg May, Archie Marr, Rhonda James, Mike Spears

aeter December 9, 2010

Rer MWD-UMG Renewal Contract

Following are recommended changes to the draft amendment you sent me an Tuesday

Section 1.1—Typo —should read "Agreement and the attachmenls...0
Section 1.4:Leave the ariginal language intact

Section 2.1 —Typo —should read "UMG warrants that it will maintain the necessary licensed and6 certified personnel...."

Section 2.4 —Is it necessary for UMG to "provide a physical inventory of DISTRICT's vehicles andequipment...., as Ibis is a renewal as apposed lo the original contract7

Section 2,5 —Same quesgan as abave in Secfion 24 —Why is it necessary to provide a n'e w
inventory of chemicals, elc7

(Previaus) Section 2.13: Why is Ibis being deleted'? Any pagfcfrjar reason for dejetjpg it7 If nr?t,~keep this section in Ihe renewal contract. CJs. ~~ «<1 a - Lferso l~
Section 2.15 —Typo —should read "...All Wasle and/or byproduct.... is not and will not ibeU'onsidered property of

UMG.'ection

2.16-Suggested rewording: "UMG wll submit a manthlv reocut to the District that illuslralesin summarv how much of the current month and veer lo date ooerations invoices submitted bv UMGlo the DISTRICT is related to water services and haw much is related to sewer services."

Section 2.17—No problem with consulting the District regarding replacement of "Project Manager".Who are Ihe Operalions Manager" and Ihe "Controlle/7 If Ihese are UMG corporate posilions, theDistrict's approval is not necessary far replacing them.

Sschon 2.19-Suggested wording: "All amounts billed and received bv UMG an behalf of DISTRICTare the araoerlv of Ihe DISTRICT and shall be oromotlv deoosiled into a bank account desianatedbv the DISTRICT".



~ Y

Secfion 2.20- Suggested wording: "UMG shall lake all necessarv and reasonable adions to control
unaccounted for water loss.

Section 2.21 —Suggested wording: "UMG shag facqilale Ihe acauisition and installation of anv
"Caoilal Imorovements" authorized bv the DISTRICT. and will coordinate with the DISTRICT the
fundina of and oavment far anv aooroved Genital Exoendilures that are outside the scone of normal
Reoair and Maintenance obliaalions of UMG."

Sectian 2.22 —It is undear as to what Ibis means. See Section 2.23. Section 2.22 should be
deleted.

Seckon 224 —This section should be deleted. tlt would generals an addiTional expense far UMG
which would be passed on to the Districl

F Section 3.4 —Suggesled rewarding- "...alono with an exolanation for lhe basis uoan which it was
determined bv UMG to be abnormal."

~ Seclian 4.2-Typo- should read: "...ooerale and maintain,..."

Section 4.5—Suggested rewarding: "...afona with an exolanation for Ihe basis uoon which it was
determined bv UMG ta be abnormal..."

Section 7.1 —Typo —should read: "...for the period January 1, 2011 through December 31,
2011..."

Sectian 7.2-Suggesled rewording: Beainnino with the second vear of Ihe renewal term IJanuarv 1
Ihrauoh December 31.20121 and for each af the subseauent vears far the lerm of this Aareement
Ihe Annual Fee shall be adiusted ta arovide UMG with an annual fee Increase eaual to seventv-fitie
f75%I of the increase in District revenues based on the District's two most recent orior vears'udits.
Should the Districl's audited revenue increase be less than 3.2% in anv oiven veer of Ihe contract
renewal aeiiod. Ihe District shafi increase UMG's annual tee bv an amount eauivafent to the increake
in Ihe Consumer Price Index (CPI'I for the most recent veer. Should the District have insufficient
revenues or cash flow to accommodate the fee increaselsi identified herein. Ihe District aareesilo
iniTiate and exoedile anv actions necessarv to Increase its revenues bv an amount that will
accommodate such incrassate'I. Such actiontsi mav include a formal reauest for water and/or sew'er
rale increases to the District's customers. Included in the annual fee is an alktwance for
Maintenance and Reoaks which shall iniliallv be $564.000.00 f647.000.00 monthlvl. The
Maintenance and Reoair budaet shall adiust annuallv in direct oraoortion with anv adiustmenis in the
annual fee.

NOTE The suggested wanting in 7.2 woukt eliminate the need for Seclion 7.3.

NOTE: My meant pmposat wss Ihal UMG receive '75Ã" af any incn:sse in Ihe Distric's audited
revenue increases. If you mview Ihe Disbict's analysis of 2009 audited gnanciaf Inl'onnalion„ it
slustmtes that the District's Internet costs (debl service, mseive payments,

commissioners'ayments,

legal 6 accounting fees, elc) are $1.791,¹. Thisis equal Io 19.4%of the lofal District
ievenues ($9,251,799 for 2009). The balance of Ihe Distnct revenues is available lor 'operation'sl"
costs pier UMG fees). That amounts to 80694of total avenues. Rssksticatty it seems apparent gfai
UMG's operational costs are likely lo biomass and the District's wr7I remain static. In that
conlexl UMG's request for 75% if Ibe Distn'ct6 revenue increase(s) Is very reasonable.

Section 7.6: The language at Ihe end af Secgon 7.6 needs lo be revised. What ll there had not
been a federal declaralian for the recent July 2010 ilaoding. UMG would have expended a great
deal of its funds for overtime, parts, materials, etc. (which we have done consistenily in ihe past ahd

~ Page 2



waited for Disbict's receipt of FEMA funds). If a federal or state disaster dedaratton is not made,'s
UMG expected to absorb all of its extraordinary expenses and nol be reimbursed by Ihe District'7

Section 9.1 Scope Changes: Why is Ibis being deleted7 IfAEP decides to do another15% rale
Increase (over which UMG has no control), Is UMG required lo absorb Ihese addiTional cosls2

~ Page 3
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Response
Megxioranduggg.

To Bob Meyers
From: Daniel P. Stratton
Date December 10, 2010
Regarding: UMG / MWD Renewal ContractCopy: Rhonda J'ames and Mike Spears

Rhonda, Mike and I have met to review your memo of December 9, 2010, 'andwould make the i'ollowing responses for your review and consideration. Thosesections underlined would be proposed language.

Section 1.1 Agreed

Section 1.4 Do not agree. If the District were ever to merge with another
entity, then in theory, UMG could block the merger based onthis language.

Section 2.1 Agreed

Section 2.4
Section 2.5

Yes, it is necessary for UMG to provide a physical inventoryas this is the beginning of a new contract, and if the contractwas ever terminated, this inventory would be necessary tomake a full accounting of UMG's disposition of the assetsfrom the time the contract began.

Section 2.15 Agreed

Pssac 1
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Section 2.16 UMG shall nrovide aB administrative and financial functionsnecessarv to effectivelv oaerate the business affairs ofitheDistrict. exceat as dcsienated bv the District. UMG shall
submit a monthlv renort to the District that illustrates in~arv. how much of the current month and veer to dateoneratian invoices submitted bv UMG to the District is vearto date revenues and oaeration invoices submitted bv UMG
to the District is related to water services. and how much is
~re ated to waste water services.

Section 2.17 UMG will consult with the District's commissioners nrior to
gnv replacement of the nroiect manager.

Section 2.19 UMG shaB nrovide for manthlv meter readinas and bigins.
AB amounts billed and received bv UMG an behalf ofltheDistrict are the aronertv of the District and shall be arombtlvdcaosited into a bank account desianated bv the District.
Customer service oflices shaB be maintained at locatibns
anaroved bv the District.

Sectian2.20 UMG shall take aB necessarv actions and make aB reasonablebusiness efforts to control unaccounted for water loss! Aleonthlv reaort of svstem accounted for and unaccounted forwater loss. shall be submitted to the Diatribe

Section 2.22 We agree to delete.

Section 2.24 We disagree. Wc were criticized by the state auditor's ofpcefor dropping this provision in the original contract. We h'ave
agreed to reduce the original amount in half. This is not alarge expense, and would protect the District should there bea problem.

Section 3.4 Agreed

Section 4.2 Agreed

Section 4.5 Agreed

Section 7.2 We disagree in that your proposed language was not what weagreed to do. The structure of any additional compensationmust be Eased on revenue sharing and not your coststructure as that would create the same problems that w'had under the original contract.

Page 2
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In addition, we would add a new paragraph under 7.2which
would read as follows:

In tbe event the District obtains a rate increase which 'was
secured in cart or in whole to oav for new or additional debt.
then in such an event. that nortion of the additional revenue
allocated for division 70/30 between UMG and the District.shall onlv be the net revenue after oavment of the debt 'and
anv reserve reouirements associated therewith.

The purpose of this section is to clarify that any revenue
generated as a result of' new debt of the District, will only
apply to the net proceeds of the additional revenue.

Section 7.3 We disagree.

Section 7.6 Anv additional eB~nses. reasonablv incurred bvUMG.includina overtime waves. as a result of severe weather. anatural disaster or other unolanned events outside oflthenormal course of ooerations. will be invoiced bv UMG toitheDistrict for reimbursements in accordance with Section 8.2.
Anv exoense that mav be recovered from billina a third tlartv.includinv the state or federal eovernment. such as a FRMAorosram or other source. mav also be invoiced bv UMG toltheDistrict. subiect to the condition that nsvment for the sameis subiect to reimbursement bv FEMA or other similar sourceto the District.

Section 9.1 'Ihis section was modi6ed as it is mconsistent withthetheory of adjusting future fees based on revenue growth asopposed to changes in operational expenses. If UMG incursan operating expense that is not covered by any increase inrevenue provided for under this agreement, then at suchtime, they would be in position to petition the District to
apply for a rate increase pursuant to section 7.

Pdgd 3
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Mr. Bob Meyers
c/o Utility Management Group
via email: bmeyer@umellc.net

RE: Mountain Water District/Utility Management Group
2011 Contract

Dear Bob:

Please find enclosed the proposed language changes to those sections that were
amended as a result of our meeting on Monday, December 13 . Section are
amended as follows:
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Section 2.16

Section 2.24

Section 7.2

UMG shall provide all administrative and financial
functions necessary to effectively operate the business
affairs of the District, except as designated by the
District. UMG shall submit a monthly report to the
District--that illustrates in summary-,-how much of the
current month and year to date N

a(hd invoices submitted by UMG to the District, are
related to water services and how much are related to
waste water services.

We have agreed to retain that provision subject to your
review of the pricing for the policy of the bonds.

The annual fee shall be adjusted annually to provide that
UMG will be paid seventy percent (70%) of the increase
in total operating revenue based on the District's two (2)
most recent prior year's audits. If the annual operating
revenue decreases, there will likewise be a downward
adjustment in the fee based on the same ratio.
Examples of both the increased operating revenue and
decreased operating revenue are attached on Exhibit
N 8

I
CL

I

I2
O
Ol

C9

o
(9

I-

4
0

0
I
N

I
Cl

8
O

cl'l

LA

CO

I
CI
O

0
S
X



December 14, 2010
Page 2

Section 7.3

STRATTON, HOGG 8r MADDOX, P.S.C.

Included in the annual fee is the allowance for
maintenance and repair, which shall initially be
4564,000 ($47,000 per month). The maintenance and
repair budget shall adjust annually in direct proportion
of any adjustments in the annual fee.

In the event the District should make application to PSC
for a rate increase in any of it's services, UMG agrees to
provide the District a copy of any and all necessary
information required by the PSC for such application.

In the event that the District obtains a rate increase,
which was secured in part or in whole, to pay for new or
additional debt, the parties agree that the portion of the
additional revenue to be allocated for division under the
70/30 formula set forth in Section 7.2, shall be the
increased net operating revenue after payment of the
new or additional debt incurred and any reserve
requirements associated therewith.
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Section 7.6 Any additional expenses, reasonably incurred by UMG,
including overtime wages, as a result. of severe..weather,
a natural disaster or other unplanned event outside of
the normal course of operations, will be invoiced by UMG
to the District for reimbursement in accordance with
Section 8.2.

A change in scope of services shall occur when and as
UMG's cost for providing service under this agreement
significantly change as a result of one of the following:

Any additional expenses, reasonably incurred by UMG as
set forth in the above paragraph, for which the District ~~

)~„-~ -pp'.-.'c-.;=;. for reimbursement a third party,(lc. F~»)
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Section 9.1
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STRATTON, HOGG Br MADDOX, P.S.C. 0
((('0
0
Gl

CO

I(l

Q
0
I

CL

(((
Cl

6)

9.1.1 Any change in project operations, personnel
qualifications or staffing, or other cost
which is mandated or otherwise required, by
a change in law, rule or regulation, or an
action or forbearance of any governmental
body having jurisdiction order dictated or
requires such change.

The District's request of UMG, and UMG's
consent to provide additional services
beyond what is provided in this agreement
and growth of such current services.
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Section 9.2 For changes in scope described in Section 9.1.1,the
annual fee shall be increased (or decreased) in an
amount equal to UMG's additional (or reduced) cost
associated with the change in scope.

Sincerely,
Stratton, Hogg 5 Maddox, PSC

Daniel P. Stratton
email: dpstrattonIesetel.corn

DPS/dsm
cc: Rhonda James via email: rbiames6Pu.msn.corn

Mike Spears via email: mikespearsCa setel.corn

Bob, please review these proposed changes, and if satisfactory, I will incorporate
therri into the entire agreement. Ifyou have any questions, please feel free to call.
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TQ Bob Meyers

From: Daniel P. Stratton

Date: December 1V, 2010
Regarding: UMG / MWD Renewal Contract

Copy: Rhonda James and Mill Spears

Section 2.24 Agreed
(Price will not be put in contract, only the required bond)

Section 7.2 ".. shall be based on the increase in the District's total
operatine revenue according..."

Section 7.6 Second paragraph
Anv additional expenses. reasonablv incurred bv UMG as set
forth in the above paragraph. for which the District is eligible
for reimbursement bv a third partv fi.e.. FEMA). UMG am.ees
to defer pavment from the District for such expenses until the
District receives reimbursement from the third partv.

Page I

Rhonda, Mike and I have met to review your memo of December 17, 2010, and
would make the following responses for your review and consideration. Those
sections underlined would be proposed language.

Section 2.16 Agreed
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The District agrees to pav UMG interest on anv expenses paid
bv UMG described in the above paragraph at the then prime
rate of interest charmed bv Communitv Trust Bank of
Pikeville. Kentuckv. Interest would start to accrue six
months after the third Dartv has approved the District's
aoplication for reimbursement and run on the outstanding
balance until paid in full.

Section 9.1.2Comment:
Bob, we did not discuss this one, but we would want to retain
my amended language as it would allow for growth of current
services. Your provision does not provide for growth.
Therefore, any growth could be deemed a change in the scope
of services.
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MOUNTAIN WATER DISTRICT/ UTIUTY MANAGEMENT GROUP 2011CONTRACT
Recommended Changes in Wording
December 17, 2010

Section 2.16

"...UMG shall submit a monthly report to the District that illustrates in summary how much of the
( current month and year to date invoices submitted by UMG to the District is related to water services

and how much is related to waste water services."

(Mike's monthly finonciol reportidentifies revenues by water/sewer. A/I UMG needs to do isidentify how
much of our invoices ore related to water ond sewer j
SectIon 2.24

Bused on inform otl on we hove presently, the costfor 4 surety bond in the amount of5600,000.00 will
cost UMG 1.5%or S9,000.00per year.

Section 7.2

The annual fee shall be adjusted annually to provide that UMG will be paid seventy percent(70yu) of the
increase ln total operating revenues of the District based on the District's two (2) most recent prior
years'udits. Thus. the annual fee increase (or UMG in the second veer of the renewal term Uanuarv
throueh December of 20121 shall be based on the increase In total District raven's accordine to the
2010 audit as comoared to the 2009 audit. If the annual operating revenue .",

Section 7.6

Any additional expenses, reasonably incurred by UMG, including overtime wages, as a result of severe
weather, a natural disaster or other unplanned events outside of the normal course of operations will be
invoiced by UMG to the District for reimbursements in accordance with Section 8.2.

Anv exoenses identified in this Section for which the District has received formal notification that it will
be reimbursed bv a third oartv lincludine FEM A or other federal or state eovernment aeenciesl mav alsobe invoiced bv UMG to the District at the time the exoenses are incurred. UMG aerees that it will allowV g tir xt the Distdict to defer oavment to UMG for such exoenses until the District receives reimbursement fromthe third oartv or for six months from the date the exoenses were incurred. whichever comes first. Ifthe District has not received reimbursement from a third oartv within six months. it aerees that it willissue a oavment to UMG at the end of the six month oeriod.

Section 9.1.2

The District's request of UMG, and UMG's consent to provide additional services beyond what is
provided in this agreement.
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Mountain Water District / Utility Management Group
Contract Renewal Beginning January 1, 2011
Recommended Amendmenr Ionguoger

ARTICLE 7.COMPENSATION

7 1 The Annual Fee for the first year of this contract renewal (beginning January 1, 2011and endingDecember 31, 2011) shall be a fixed amount of $7,632,000.00, and shall be paid in 24 (twenty-four)semi-monthly installments of $318,000.00each. This fee includes $672,892.00 annually ($47,741.00monthlyl for Repair and Maintenance expenses which are addressed in more detail in Section 7.2 below.This annual fee also includes compensation to UMG for additional costs associated with the productionof water for Elkhorn City that were previously invoiced by UMG and paid by the District to UMG inaddition to its normal monthly operations fee. For each subsequent calendar year during the five yearterm of this contract renewal, increments in the operations and management fee paid to UMG shag bedetermined as follows:

a. Beginning in the second year of this contract renewal (January through Decemberofg01Q, apd /
5 4

for each
subsetiuget yea harp

the contract renewal periiod, the District will revie u itedfinancial~err......- ' ~are and compare the total revenues per the
~~(

respective audit reports. UMG's annual operations and management fee wig be increa rthe next Agreement year subsequent to the most recent audit by an amount equal t 75 qftheaudited increase in Distrkt revenues, subject to the following condition.b. 5h Idth Dl «ID'l 5 I b I h 5th t yql 5 t ))contract renewal period, the District shall increase UMG's annual fee by an amount equivalentth I I th 5 P'd IDPlif h y*.qh Idh Dt l b
I

unable to increase UMG's annual fee based on the CPI Increase, the District aarees to initiate~ddt I
M I It b hd M~D':5 h M I I yul~df 5 f dDV,dg water and/or sewer rate increases to the District's customers.+nthat same context, the Districtagrees that it will, upon receipt of its December 31,2010 annual audit report, perform angY internal analysis and assessment of its water and sewer revenues and costs associated withthose water and sewer services to determine if its current rate structure(s) are sufflclent tomeet its current and future financial obligations.

r7.2 As Indicated in Section 7.1above, the total operations and management fee to be paid to UMGbeginning in January, 2011includes an annual allowance for "Repair and Maintenance Expenses".Repair and maintenance expenses include costs associated with routine maintenance, repairs, andreplacement of the District's water and sewer facilities (including support fadlities-ie: ofgce buildings,garage and storage structures. etc.) as well as all vehicles, equipment, and tools utilized by UMG in theoperation of the District's water and sewer systems. Both the District and UMG agree that the Districtwill issue payments directly to vendors and suppliers for all repair and maintenance expenses incurredby UMG on the DisVict's behalf. UMG personnel will be responsible for receiving and processing aginvoices and statements associated with repair and maintenance expenditures and will provide theDistrict with a detailed listing and summary of all such expenses at each monthly meeting of theDistrict's commissioners. On a monthly basis, the District will issue an invoice to UMG for the totalamount of repair and maintenance expenditures it paid for in the previous month. UMG will, in turn,issue a reimbursement check to the District for the same amount. On an annualbasis, a determinatio'nwill be made as to whether the cumulative repair and maintenance expenditures made by the District
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over or under the annual repair and maintenance limit for that year. If the cumulative amount afrepair and maintenance expenditures for the year is under the annual limit, UMG will issue a check tothe District in the amount of the cumulative under-expenditure. If the cumulative amount of repair andmaintenance expenditures for the year is over the annual limit, the District will issue a check to UMG inthe amount of the cumulative aver-expenditure. UMG will provide the District on both a monthly andannual basis a )ustiffcatian far any amounts over the monthly or annual repair and maintenance limit.UMG will notify the District when actual repair and maintenance expenditures equal eighty percent(80%) of the repair and maintenance limit in each agreement year thraughout the extended term af thisAgreement. The amount af repair and maintenance expenses induded in UMG's annual fee shall beincreased in the same proportion as the increase in UMG's fee for other direct operating expenses asoutlined in Section 7.1above.

75 (new) The Districr ond UMG acknowledge thor UMG's annual fee includes the cast ofelectricityassociated with oil of the District's facilities. Beginning January 1, 2011. the District willissue poyments I/directly to eoch electric utility provider for all District facilities. On o monthly basis, rhe Districr willissuean invoice to UMG for the rorol omount ofelectric expendiruresir poid forin the previous month. UMGwill, In turn, issue a reimbursemen r check to the District in the some amovnr.

NEW Section: UMG agrees ro provide the Districr, on o manthly basis, on analysis oj how much of tharmonth's fee is associated wirh the cosr of woter service ond how much is associated with sewer service.(include in Section 7.1above 7)

11 1The term of this Agreement Renewal shall be five (5) years commencing on January 1, 2011. Eachyear of the renewal period will commence on January 1 and end on the following December 31. Boththe District and UMG shall have the right, without cause, to terminate this Agreement at the end of thethird year of the renewal period. Termination of the Agreement, pursuant to this section, will requirewritten notice af such termination from the terminating party to the other party no less than 120 days In~advance of the effective date of termination. Should the District elect to terminate the Agreementunder this dause, it wilt be required to repay to UMG any outstanding balan«e due to UMG pursuant toparagraph (3) of the Amendment to Agreement for Operations, Maintenance. and ManagementServices executed an April 29, 2009. (Notes Paragraph 8 of the Amendment dated 4/29/09 needs to bevoided.J
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DAVID C. STRA1TON
SIEPHEN I HOGG
DANIEL a STRATZON

LAW OFFICES OF
STRATTON> HOGG 59 MADDOX,

P.O. BOX 1530
PIKEVILLE, KY 41502

PHONE: (606!437-7800
FA}Q [606!437-7569

www.shmIaw.cols

December 21, 2010

P.S.C.

HENRY D. HHIATTON (1925-1389)a BYRD HOGG [1922-1999)
H. EDVIARD IIADDQX)19)A-2I}92)

Rhonda James, Chair Person
Mountain Water District
146 Main Street
Pikeville, Kentucky 41501

Kelsey Friend, III, Commissioner
Mountain Water District
1381 Lizrie Fork Road
Pikeville, Kentucky 41501

Prentis Adkins, Commissioner
Mountain Water District
375 Schoolhouse Road
Shelbisna, Kentucky41562

Lester 'John Collins, Secretary
Mountain Water District
3979 Raccoon Creek Road
Raccoon, Kentucky 41557

Ancie Casey, Commissioner
Mountain Water District
43860 State Highway 194 East
Phelps, Kentucky 41553

REI MWD/UKG 2011 Contract / State Audit

Dear Board Members:

Please Qnd attached a revised proposal for the UMG / MWD Contract Extension.The changes in this agreement will show as a strike through or underline as in theprevious agreement However, since we have given you the prior agreemenf foryour review, Rhonda, Mike and I have met with UMG Hnd made a few changes.There were several minor technical changes, but the key changes I would directyour attention to are Section 7 and Section 9. Under Section 7, UMG requestedthat we strike the language involving their requesting a rate increase as theybelieve that would not create the best public image for our request to have bne.We agreed and that language has been removed.

We have further provided that in the event that they !rout money to us t0 fixrepairs from a disaster that is reimbursable fmru a third party (I.e.,FEMA), wq willpay them interest on that amount starting six months after the third I!artyapplication has been approved. This structure gives them incentive to get theapplica)ious through quickly. It does not penalize them for advancing monhy tous with no return if a third party doesn't act proxnptly. If they have not agreed toprovide this nloney up Iront, we would have been forced to have borrowed thesame and paid interest on it to fund the repairs I'rom the disaster.
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STRATTON> HOGG Bx MADDOX, P.S.C.

December 21, 2010
Page 2

The next biggest change is in Section 9 under Scope of Change. We jhave
essentially provided that if there is a government regulation that changes sd thatit would substandally increase their cost, we would agree to cover that cost as
that would be an unanticipated change m circumstances.

Ihave also enclosed a copy ofs.'dxaft'eport from the state auditors. This isjtheiranal document, subject to any changes xnade based on our comments or
questions. As ofnow, please identify any questions or comments you would~haveas the report may relate to the UMG contract. Aiter our next board meeting, we
can address any questions or comments you want to make to the Auditor's Ofgce.

Rhonda, Mike and I will be reviewing this in detail over the weekentL Ifyou~have
any comxnents, please call Rhonda, Mike or me. I can be reached at 6067424-4248 over the holiday weekend.

This document is "conBdential" and cannot be shared with anyone exceptthe Board, Mike and me. The Auditor's OfBce is very serious about theconfidentiality of this report in that it is not yet fmsi. We also do not I'wnntanything reported until your questions and responses have been addresserL

I am sorry to give everyone such a big homework assignment over the Chxistmas
hobday, but please do not hesitate to call me if you have any questions orconcerns.

Sincerely,
Stratton, Hogg ik Maddox, PSC

DPS/dsm
Attachments

Daniel P. Stratton
email: dostratton&setebcom
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To: Dan Stratton

From: Bob Meyer

CC: Greg May, Archie Marr, Rhonda James, Mike Spears

Date: December 22, 2010

Rm MND-UMG Renewal Contract

I reviewed your latest draft of the MWD-UMG agreement and have the following comments:

Section 2.17: Delete Operations Manager and Controller from this section.

Section?.3: "...provide the District a copy of any...."
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Section 7.6: "...Interest would start to accrue six months after the submission of an invoice from
UMG to the District for such exoenses and run on the outstanding balance until paid in full."

Section 8.1:"One twenty-fourth (1/24) of the Annual Fee for each Agreement Year shall be due and

payabie on the 1 and the 15 day of each month during such Agreement Year..."

Section 9.1.2:"...what is provided in this agreement and routine growth of current services."

Section 9.2: "...amount equal to UMG's additional (or reduced) Cost associated with the Change in

Scope olus eiaht oercent (8%)."

Section 10.4: What is the intent of this section?

Section 11.1:"...Either oartv shall have the right, without cause, to terminate this Agreement at the
end of the third Agreement Year. Notice of termination shall be given in writing..."

NOTE: Repayment of the UMG loan is addressed in Section 15.3.

Signature line: Page 16

UTILITY MANAGEMENT GROUP, LLC (Not lnc.)
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HENRY D. STRATfON (192S-19S9)
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Mr. Bob Meyers
via email: bmeveakumNc.net

RE: MWD/UMG Contract

Dear Bob:

To follow up on our telephone conversation yesterday, please be advised that the
District has received a confidential draft of the state auditor's final report.
Rhonda, Mike and I reviewed the same yesterday, and have forwarded a copy to
our board members, along with a proposed final draft of the contract that was
sent to you earlier,

1 J

On behalf of the District, we regret that we must get another extension, given
everyone's patience to date. However, having waited this long for the audit, and
having finally received it, it would appear to us to be imprudent not to take
adequate time to fully consider their recommendations and to see what should be
adopted, if anything. To ignore the report after we have received it would not only
be a bad public relations move, but would also be a breach of the commissioner's
fiduciary duty.

Ifyou have any additions or corrections to the proposed contract, or this extension
of the original contract, please advise.

DPS/dsm
cc: Rhonda James

Mike Spears

Sincerely,
Stratton, Hogg 65 Maddox, PSC

Daniel P. Stratton
email: dpstrattoatRsetel.corn

Based on our review of the audit report, we believe that it is necessary to take
suKcient time to fully consider the same, and to determine whether or not any of
their recominendations should be incorporated into our new contract.
Accordingly, we must ask for a thirty day extension of our prior contract so that
the Board may fully consider the same, and to have sufficient time to negotiate
with you any changes the Board might request based on the audit's
recommendations, To that end, I have drafted a proposed extension for your
review and consideration so that you may adequately consider the same prior to
the Board meeting.
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CAPITAL ASSETS ACQUIRED FOR MOUNTAIN WATER DISTRICT

BY SOURCE OF FUNDING tAND OWNERSHIP)

12/31/2010

Ford F250

Ford F350

Dump Truck

2008 Colorado

2008 Colorado

2008 Nissan

2008 Ranger

200S Ranger

2008 Ranger

2008 Ranger

Phone System

Postage Machine

Computer Domain

Payroll Software

Komatsu Mini Exc

Pressure Washer

2009 Chevy PU

2009 Chevy PU

TOTALS

8/31/2006
8/31/2006
5/19/2007

8/6/2007
8/9/2007

10/24/2007

12/2/2007
7/29/2008

7/29/2008

7/29/2008

2/25/2009

3/18/2009
3/30/2009
4/21/2009
4/30/2009

6/22/2009
9/29/2009
9/29/2009

ACQUISITION

COST

31,400.00
36,089.00
70,772.00
12,639.65
12,639.65
24,769.00
19,090.00
16,404.00
16,404.00
16,404.00
10,000.00
1,477.00

300.00
1,590.00

37,580.00
2,200.00

34,406.24
34,406.24

502,268.62

TYPE OF CAPITAL ASSET

VEHICLES/ EQUIPMENT/

ROLLING STOCK LARGE TOOLS

$ 31,400.00
$ 36,089.00

$ 70,772.00

$ 12,639.65

$ 12,639.65

$ 24,769.00

$ 19,090.00
$ 16,404.00

$ 16,404.00

$ 16,404.00

$ 37,580.00

$ 2,200.00

OFFICE

EQUIPMENT

$ 10,000.00
$ 1,477.00

$ 300.00

$ 1,590.00

$ 34,406.24

$ 34,406.24

$ 482c333 38 $ 6c568 24 $ 13c367 00
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PAID THROUGH RgcM ACCOUNT:

Radios 1/31/2008 $
Trailer 6/30/2008 $
Band Saw 1/23/2008 $
Hose Combo Kit 1/31/2008 $
Scanner Update 8/29/2008 $
Hydrant Gauge- — 10/27/2008 $

-—

Refrigerator 5/27/2009 $
Settleometer Kit 3/6/2009 $
Flow Meter 9/9/2009 $
Shut off Tool 5/8/2009 $
Weedeater 6/30/2009 $
Hole Saw 7/31/2009 $
Wastewater Probe 11/19/2009 $
Impact Wrench 1/28/2010 $
Vega Drill. Etc 8/31/2010 $
Refrigerator 1/22/2010 $
Trash Pump 3/21/2010 $
Radios 8/10/2010 $

Laptop, etc. Mtr Rdng 8/30/2010 $
Correlator Upgrade 9/21/2010 $

TOTALS $

3,663.00
552.48
397.90

1,194.69
979.00
405.96
660.58

1,142.38
5,856.46

325.00
264.67
588.07
731.61
205.00

1,465.50
1,220.53

597.12
1,892.10

13,650.00
10,077.43
45,869.48

$
552,48

'$
$

$

$

$

$
$

552.48 $

3,663.00

597.12
1,892.10

13,650.00
10,077A3
43,435,89 $ 1,881.11

397.90
1,194.69

979.00
405;96

$ 660.58
1,142.38
5,856.46

325.00
264.67
588.07
731.61
205.00

1,465.50

$ 1,220.53
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EXHIBIT 1

CAPITAL ASSETS ACQUIRED FOR MOUNTAIN WATER DISTRICT

BY SOURCE OF FUNDING (AND OWNERSHIP)

12/32/2020

ACQUISITION

COST

TYPE OF CAPITAL ASSET

VEHICLES / EQUIPMENT/ OFFICE

ROLLING STOCK LARGE TOOLS EQUIPMENT

PURCHASED BY UMG:

Hammerhead Mole

2005 Expedition

2006 GMC Sierra

Hammerhead Mole

Hammerhead Mole

Air Compressor

Air Compressor

2 Way Radio

Camera

Tilt Bed Trailer

Aqua Scope

Engine Scanner

Trencher

Laptop Computer

Trailer

Laptop Computer

Data Recorder

Computer

Pressure Logger

Laptop Computer

Phone System

Parking Lot Paved

Laptop Computer

2009 Yukon

Laptop Computer
Cameras/DVR—

2009 F150
Trailer

Auto Dialer

Desktop PC

2005 F350
2006 F250

TOTALS

11/30/2005 $
6/30/2006 $
7/10/2006 $
8/31/2006 $
11/6/2006 $
1/31/2007 $
1/31/2007 $
1/31/2007 $
1/31/2007 $
1/31/2007 $
1/31/2007 $
1/31/2007 $
4/27/2007 $
1/23/2008 $
1/31/2008 $
2/25/2008 $
2/20/2008 $
4/30/2008 $
5/20/2008 $

8/5/2008 $
8/21/2008 $
8/29/2008 $

12/18/2008 $
4/28/2009 $
5/31/2009'

— 6j19/2009 -$--

6/9/2009 $
6/25/2009 $
9/28/2009 $

11/13/2009 $
7/z3/zo1o $
7/23/2010 $

$

3,700.00
34,448.02
31,951.40
3,808.83
3,826.68
2,771.99
1,358.78
3,147.00
5,126.77
7,368.20
2,092.44
2,546.01
4,001.00
1,680.06
2,495.00
1,619.68
2,717.50
3,385.00

420.00
1,185.00

17,592.44
14,000.00
1,163.90

$ 34,448.02
31,951.40

$ 7,368.20

$ 4,001.00

$ 2,495.00

53,227.62 $ 53,227.62

$ 3,700.00

3,808.83
3,826.68
2,771.99
1,358.78
3,147.00
5,126.77

$ 2,092.44

$ 2,546.01

$ 1,680.06

$ 1,619.68

$ 3,385.00
$ 2,717,50

420.00

$ 1,185.00
17,592.44

$ 14,000.00

$ 1,163.90

660.01
1,355.00

48,000.00
7,282.20
3,044.00

599.98
13,500.00
11,500.00

291,574.51

PURCHASED BY IVIOUNTAIN WATER DISTRICT:

Weedeater

Trash Pump

Cut Oft Saw

Radios/Chargers

Colorimeter

2005 Ranger

Ford F250

Trailer

Mini Excavator

Ford F250

8/31/2005 $
8/31/2005 $

10/31/2005 $

11/30/2005 $
11/30/2005 $
12/31/2005 $
z/zs/zoo6 $

8/4/2006 $
8/30/zoo6 $
8/31/2006 $

275.00
892.62
821.08

1,361.00
1,018.54

17,840.65
32,929.95
7,656.00

29,503.00
31,400.00

$ 275.00

$ 892.62

$ 821.08

$ 1,361.00
$ 1,018.54

17,840.65
32,929.95

7,656.00
29,503.00
31,400.00

$ 66o.o1
"$ ',355;00

$ 48,OO0.OO

$ 7,282.20

$ 3,044.00

$ S99.98
$ 13,500.00
$ 11,500.00

$ 213,773A4 $ 31,516.00 $ 46,285.07

'o
ttl

K

6
CL.

(5
o
Cl

E
E
O
ID
N
O
Q.

(0
CL

O
d3
U
K
N

I
9
K0
Q

(0
E
O

0
0
U

(0I
D

I
CL

I
C

I

o
N
0)o

CO

o

0
I-
l0'0
CL

Ol

N

0
C

C
Q
C0
B
K
O

T
'7

IA

CO

Cl

C
Ol

O

X
0IX



DAVID C. STRATTON
STEPHEN L HOGG
DANIEL P, STRATfON

LAW OFFICES OF

STRATTON, HOGG & MADDOX, PS,C.
P.O. BOX 1530

PKEVILLE, KY 4 I 502
PHONE: (606)437-7800

FAX: (606) 437-7569
wwwzhmhw.cow

HENRY D. STRATTON (I925-1989)
F. BYRD HOGG (l922-l999)
IL EDWARD MADDOX(l 946-2003)

January 6, 2011
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Bob Meyers
c/o Utility Man.agemer2t Group
158 Town Mountain Road, Suite 101
PHceviOe, Kentucky 41501
via email: bmevenSumellc.rret

RE: IKWD/UMG 2011 Contract

Dear Bob:
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Please find enclosed the revised contract in its entirety showing the Qnal
deletions and additions per our various discussions.

Please review the same and if you have any questions or corrections
please advise; otherwise, I will prepare this as the final document for the
Board meeting.

Sincerely,

STRATTON, HOGG S MADDOX, P.S.C.
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DPS/sef

Enc.

Daniel P. Stratton
email: dpstrattontRsetel.corn
Phone Extension: 304
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DAVID C. STRATTON
STEPHEN L HOGG
DANIEL P. STRATION

LAW OFFICES OF
STRATTONP HOGG 88 MADDOXP P.S.C.

P.O. BOX 1530
PIKEVILLE, KY 41502

PHONE: (606) 437-7800
FAX: (606) 437-7569

www.shmiaw.corn
HENRY D. STRATIQN (1925-1989(
P. BYRD HOGG (1922-1999)
H. EDWARD MADDOX(1988-2002(

January 11, 2011

Mr. Bob Meyers
c/o Utility Management Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501
via email: bmeverGumellc.net

RE: MWD/UMG 2011 Contract
Dear Bob:
Please find attached a revised contract in its entirety, for your review andconsideration. I have not changed the new paragraph 2.27 in that we have notreceived your language for the same. We understand that this provision is subjectto change.

After thinking about this paragraph some more, I would propose the followinglanguage for your consideration.

It is aareed and understood that UMG has to date. funded certain caoitalexoenditures for the District's tanaible Dersonal Drooertv. Includinaeouioment. tools.vehicles. office eouioment and furnishines. as a Dart of their obliaations herein tomaintain the same. Notwithstandina anv Drovisions herein to the contrarv. UMGaarees to fund all caoital exoenditures for the District's tanmble Dersonal Drooertvunder the oblieations to maintain the same for the District. Taneible DersonalDrooertv shall be defined as that Drooertv used to ooerate the District's svstems. butshall exclude those items that are a Dart of the svstem. such as Dines. Dumos.motors. tanks and other such items that are installed as a Dart of the water andwaste water svstems. These items fall under the maintenance and reoair budeet.and would be the financial resoonsibilitv of the District.
Bob, I think this creates a fairly clean line between what UMG would be responsiblefor and what the District would be responsible for, and is consistent with what Iunderstand to be past practice. I will also work on additional language concerningdebt payments for the assets.
This is to also confirm we will meet on Friday the 14~ at my office, subject to Greg'sschedule.

Sincerely,
Stratto~, Hogg 8r Maddox, PSC

Daniel P. StrattonDPS/dsm email: d Dstratton(Rsetel.cornAttachments
cc: Rhonda James via email: rbiamesEA(.msn.corn

Mike Spears via email: rnikesoear~asetel.corn
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DAVID C. SIRATTON
STEPHEN L HOGG
DAMEL R STRATTON

LAW OFFICES OF
STRATTON, HOGG 69 MADDOX, P.S.C.

P.O. BOX 1530
PIKEVILLE, KY 41502

PHONE: (606) 437-7800
FAX: (606) 437-7569

www.9hoilaw.cosi
HENRY D. ETRATfoN (1929-1999(
F. BYRD HOGG (1922-1999(
IL EDWARD l(ADDOX(1940-2002)

January 19, 2011

Mr. Bob Meyers
c/o Utility Manageinent Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501
via emaili bmevertRumapc.net

Mr. Greg May
U(1Tity Management Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501
via email: Rresmaw&umallc.net

RE: MWD/UMG 2011 Contract
Dear Bob & Greg:
Please find attached the final draft of the 2011 Contract Agreement between MWDand UMG, with all additions and corrections, along with a clean copy of the finaldocument.

Also enclosed is the final draft of the close out agreement. The attached drafts weresent to the Board members for their review snd consideration for Thursday, January20~ special meeting.

Sincerely,
Stratton, Hogg 50 Maddox, PSC

Daniel P. Stratton
s(ratton(msete).cornDPS/dsm email: doAttachments

cci Rhonda James via email: rbiames5(Bmsn.corn
Mike Spears via email: mikesoears(SseteL corn
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DAVID C. SYBAYTON
STEPHEN I HOOG
DANIEL P. S7RATIQN

LAW OFFICES OF

STRATTON, HOGG 83 MADDOX, P.S.C.
P.o. BOX IS30

PIKEVBLE, KY 61302
PHONE: (606) 637.7000

FA)C (606)637-7969
wwwwlmsawww m

HENRY D. STRATIQN(192$ -1909)
F. BYRD HOOD (1922-1999)
H. ED)YARD MADDOX((946-2003)

Janmuy )4, 2011

Mr. Bob Meyers
c/o Utility Management Group
via emai11 bmever(Sumo()c.net

RE: Mountain Water District/Utility Management Gmup
Contract Extension

Dear Bob:

Please End enclosed revised section 227 and new section 6.10concemiog capital expenditures.
UMG's obligation arc in Article 2 and the District's arc in Article 6.

Also enclosed is the closeout document for the current contract. Ifyou have any questions please
give me a call.

Sincerely,

STRATTON, HOGG dr MADDOX, P.S.C.

Daniel P. Stratton
Email: dostrattontRsetehcom

DPS/la

enclosures

cc: Rhonds James
Mike Spears

P)Mountain Water Distr!cttUtility Management GmupUMG)IettcrstMeyer, Bob 1.142011
ga).wpd
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MOUNTAIN WATER DISTRICT - UMG CONTRACT

Notwithstandina anvthina herein to the contrarv UMG aarees
to reolace the Districts canital assets that are not an inteerai
gart of the District's water/sewer nroduction. treahnent.
distribution and or collection svstems. For those items that
cost less than $1.500UMG will ourchase and nav for the same.
For items that cost more than $1.500 thev mav also be
nurchased and naid for bv UMG or at UMG's ootion mav be
Gnanced in the District's name. subiect to orior anoroval bv the
Board. and all such navments shall be made bv UMQ. At the
end of the contract term. if there are outstandina navments
due and owins on anv ourchase of a canital asset referenced
above. Mountain Water aerees to nav the balance of the same.
AH assets acouired under this oaraaranh. excent as hereinafter
nrovided. will be titled in the District's name. Anv caoitaiassets that UMG acouires that are not reolacements of orior
MWD assets. and are not solelv dedicated sol elv for use bv the
District shall be titled in the name ol'UMG.

UMG shall submit to the Board at the November board
meetina a canital budaet reouest for the next calendar vear for
aonroval bv the Board. Anv canital nurchases made that are
not in UMG's caoital budaet as annroved bv the Board. or arenot subseouentlv reauested or ourchased bv UMG. on their
own. shall be caid bv the District.

Routine renair and maintenance ofanv real Drooertv utilized bv
UMG will be done and naid for bv UMG.

The District will be resnonsible for the ourchase of all canitalassets reeardina the reolacement or addition of cauital assetsthat are an intearal nart of the District's Water/Sewer
oroducdon treatment distribution and/or collection svstems
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THIS AGREEMENT made and entered into this day of January, 2011,
by and between Mountain Water District of P.O. Box 3157, Pikeville, Kentucky

41502, hereinafter referred to as 'District'nd Utilities Management Group,

LLC of P.O. Box 663, Corbin, Kentucky 40702, hereinafter referred to as 'UMG."

WHEREAS, the parties hereto entered into a Management Contract,

hereinafter referred to as 'Agreement" on or about July 3, 2005, in which the

District contracted with UMG to manage its operations and facilities pursuant to

the terms of the agreement; and

WHEREAS, the agreement has been subsequently amended on three prior

occasions, being the 29 day of April, 2009, the 24e day of February, 2010, and

the 29'ay of December, 2010; and

WHEREAS, the parties hereto contemplate entering into a new contract for

operational services and wish to resolve certain outstanding issues concerning the

above referenced agreement, as amended.

NOW THEREFORE, WITNESSETH:

That for and in consideration of the mutual promises and considerations

provided, the parties agree as follows:

1. Pursuant to Section 9 "Scope Changes" of the Agreement UMG made

a claim against the District for additional utiTity expenses incurred as the

result of a rate increase beginrung on July 1, 2010, through December 31,
2010. This claim has been disputed by the District.

2. To settle this disputed claim, while not admitting liability, the District

agrees to pay UMG and UMG has agreed to accept in full settlement of all



ouels:rilllenD Iuud leloiaujujoP:ssaid Aeldsla-HBHs:aogP olleujolnV tso,'jlelap:adrli elPalN I 108 19:90:8108 loP nZ. -aiN ol uolleiIS - >aua1 11-Ir1-LI ailuaPrlioAA xora>

claims for change in scope of services under Section 9 of the agreement the

sum of $53,112.00,payable in four monthly installments of $13,278.00each,

beginning on February 15, 2011, until paid.

3. The parties further acknowledge that UMG advanced the sum of

$153,047.47 for expenses to repair and replace water and sewer lines damaged

by the Qooding events of July 2010. The District has applied and been

approved for reimbursement from FEMA for the above referenced amount; but

FEMA has not yet paid the same. If FEMA money has not been received by

May 30, 2011, then the District agrees to pay UMG the sum of $153,047.47 in

twelve monthly installments of $12,753.95beginning June 15, 2011,until

pard.

4. During the term of the agreement, certain capital assets have been

purchased by UMG and the District as set forth in Exhibit A. The parties agree

that the title to the respective assets shall be as set out in Exhibit 2. UMG

agrees to retitle those items listed in Exhibit 2 that belong to the District if and

when their contract to operate the District expires or terminates, or when the

items are replaced by new capital assets. As the vehicles/roIIing stocks set out

in Exhibit 2 need to be replaced, they will be acquired and funded pursuant to

the parties'ew agreement effective January 1,2011.

5. Should the contract be terminated by either party prior to its term,

then the assets set out in Exhibit 2 shall be transferred to the District, along

with the balance of any debt thereon.
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6. Not withstanding anything to the contrary, it is further agreed that

those vehicles assigned to Grondall Potter and David Taylor shall remain the

property of UMG.

7. The parties mutually represent that the above clshns are all of the

outstanding claims for payment between the parties based on their Agreement;

and neither shall make any further claims for payment except as may arise

under Section 10 of the Agreement, as amended.

In witness whereof, the parties hereto have agreed the date and year first

above written.

Utilities Management Group, LLC Mountain Water District
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MOUNTAIN WATER DISTRICT- UMG CONTRACI

Section 2.27

Notwithstanding anything herein to the contrary, UMG agrees to replace the District's capital assets that
are not an integral part of the District's water/sewer production, treatment, distribution, and collection
systems. For those capital items that cost less than $1,500.00and are essential to UMG's continuing
performance under this agreement, UMG will purchase and pay for the same. For those capital items
that are projected to cost more than $1,500.00per item and are essential to UMG's continuing
performance under this agreement, UMG will submit to the Board at its November meeting each year a
capital budget request for the next calendar year for approval by the Board. Any items on the capital
budget request submitted to the Board by UMG and subsequently approved by the Board will be
purchased by UMG in the District's name utilizing the District's established procurement policies. Such
items may be financed in the District's name, subject to the District's approval. Monthly or other
periodic payments associated with the financing of these capital items will be paid by UMG so long as
this contract remains in effect. At the end of the contract term or upon earlier termination of the
contract, if there are outstanding payments due and owing on any purchase of a capital asset referenced
above, Mountain Water agrees to pay the balance of the same.

Any capital assets that UMG acquires, at its discretion, that are not replacements of assets owned by the
District at 12/31/2010 or are not solely dedicated for use at the Mountain Water District project shall be
titled in the name of UMG. Any capital purchases made that are not included in the capital budget
presented to the Board by UMG and approved by the Board, or are not subsequently requested or
purchased by UMG on their own, shall be paid by the District.

Routine repair and maintenance of any real property utilized by UMG in the performance of its
responsibilities under this contract will be performed and paid for or financed in the District's name by
UMG pursuant to the capital acquisition procedures outlined above. This excludes any major renovation
or expansion directed by the District which shall be paid directly by the District.

Section 6.10

The District will be responsible for the purchase or replacement of all capital assets that are an integral
part of its water and sewer production, treatment, distribution, and collections systems.
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MOUNTAIN WATER DISTRICT- UMG OPERATIONS AGREEMENT: PROPOSED ADDITIION

Section 2 27

Bath parties to this Agreement recognize that there is a continuing need For the District to make capital
improvements and/or acquire capital assets that are not an integral part of the District's water and
sewer production, treatment, distiibution, and collection systems. The capital acquisitions/capital
improvements addressed in this Section include vehides and other rolling stock, major tools and
equipment, office equipment, and administrative office facility improvements. While the repair and/or
replacement of water and sewer system components (plants, tines, tanks, pump stations, lift stations,
meters, PRV's, etc.) are addressed elsewhere in this Agreement and are funded through the Repair and
Maintenance portion of the District/ UMG budget, this Section of the Agreement addresses the
acquisition, replaceinent, and funding of those capital assets not specifically associated with the
District's water and sewer systems.

1. During the initial term of this agreement (July, 2005 through December 31, 2010), there were
multiple capital asset acquisitions and capital improvements associated with vehicles and other
rolling stock, major equipment and tools, office equipment, and administrative office
improvements. These acquisitions/improvements were funded in part by UMG, in part by the
District, and in part through the Repair and Maintenance portion of the District's budget with UMG.
A schedule of capital assets and improvements acquired during the initial term of this Agreement
and the source of funding for those assets is attached (Schedule ).

2. With regard to the capital assets/improvements acquired during the initial term ofthis Agreement
(July 2005 through December 31, 2010), and identified on Schedule the District and UMG
agree to the following stipulations:

a. All capital assets/improvements identified as either "Equipment/Large Tools" and "Office
Equipment" on the attached Schedule will be, as of the effective date of this
Amendment, the property of the District, regardless oF the source of funding for those
capital assets/improvements.

b. Capital assets identiTied as "Vehicles / Rolling Stock" on the attached schedule that were
acquired by UMG shall remain the property of UMG. As those vehicles and rolling stock
need to be replaced, they will be acquired and funded pursuant to Section 3(b) below.
(Exception: Grondall and David's vehicles.... PAV's through UMG)

c. Should the District elect to terminate this agreementprior to December31,2015, all
vehicles and rolling stock identifffied on the attached schedule shall remain the property of
UMG.

d. Should UMG elect to terminate this Agreement prior to December 31,2015, UMG shall
transfer title to those vehicles and rolling stock on the attached schedule purchased by UMG
to the District, with the exception of those vehicles acquired by UMG for senior Mountain
Water District Project Managers (listed as "2009 Yukon" and "2009 F150"on the attached
schedule).
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3. Wi

and

funct

th regard to the acquisition of capital assets/ improvements needed to continue consistent
efficient operation of the District's water and sewer systems and associated administrative
ions by UMG subsequent to january 1,2011, the District and UMG agree as follows:

Any acquisition, replacement, and/or repair of existing District assets that are essential to
the continued routine and efficient operation of the District's programs at their present
level and which cost less than 51,500.00will be acquired and paid for by UMG. Title to
these assets will be In the name of the District.
In November oF each contract year, UMG will provide the District with a comprehensive
schedule of any capital asset replacements or acquisitions that it determines are necessary
for its continued efficient and consistent delivery of services required under this Agreement
and that are projected to exceed S1,300.00per item. This schedule will identify each
specific capital asset, whether it replaces an existing capital asset or is a new or additional
capital asset not previously owned by the Distriict, rationale for its replacement or
acquisition, projected cost, and projected time frame for acquisition. For ag such capital
items, UMG will procure, acquire, and obtain financing pursuant to the District's policies and
procurement guidelines. Ag such capital assets will be acquired in the District's name.
Financing rates and terms will be jointly evaluated, reviewed, and authorized by UMG
personnel and the District's financial consultant. As part of its obligation to pay for the
continuing operation of the District's facilities and services, UMG agrees to pay for monthly
or other periodic loan payments associated with the acquisition / financing of those capital
assets addressed in this Section which are replacements of existing District owned assets.
The monthly or other periodic loan costs associated with the acquisition of capital assets
that are not "replacement" assets shall be borne by the District. Both parties also
understand and agree that any capital assets that UMG acquires and are not dedicated
solely for use in the Mountain Water District project will remain the property of UMG.
Those costs associated with the acquisition of new assets or renovation/repair of existing
assets requested and authorized by the Commissioners of the District that are not essential
to UMG's performance under this Agreement or are being acquired as a result of a major
expansion of the District's water and sewer systems or renovation or expansion of its
administrative Facilities shall be funded by the District.
It Is understood and agreed by both parties that, should this Agreement be terminated by
either party at any time during the term oF this contract amendment, all capital assets
acquired pursuant to Section 3(bj and 3(cj above will remain the property of the District,
and all remaining debt at the time of the termination associated with the acquisition of
those assets will be the obligation of the District.
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CAPITAL ASSETS ACQUIRED FOll MOUNTAIN WATER DISTRICT

BYSOURCE OF FUNDING POUND OWNERSHIP)
11/31/1010

TYPE OF CAPITAL ASSET

ACQUISITION VEHICLES/ l EQUIPMENT/ I OFFICE

COST ROLLING STOCK i lAllGE TOOlS i EQUIPMENT

PURCHASED By UMGt

Hammerhead Mole

2005 Expedition
2006 GMC Sierra

Hammerhead Mole

Hammerhead Mole

Air Compressor
Air Compressor
2 Way Radio

Camera
Tilt Bed Trailer

Aqua Scope
Engine Scanner
Trencher
Laptop Computer
Trailer

Laptop Computer
Data Recorder
Computer

Pressure Logger
Laptop Computer
Phone System
Parking Lot Paved

Laptop Computer
2009 Yukon

Laptop Computer
Cameras/DVR

2009 F150
Trailer

Auto Dialer

Desktop PC

2005 F350
2006 F250

TOTALS

11/30/2005
6/30/2006
7/10/2006
S/31/2006
11/6/2006
1/31/2007
1/31/2007
1/31/2007
1/31/2007
1/31/2007
1/31/2007
1/3 1/2007
4/27/2007
1/23/2008
1/31/2008
2/25/2008
2/20/2008
4/30/2008
5/20/2008

8/5/2008
8/21/Z008
8/29/2008

12/18/2008
4/28/2009
5/31/2009
6/19/2009

6/9/2009
6/25/2009
9/28/2009

11/13/2009
7/23/2010
7/23/2010

$
5
5
5
5
5
5
5
5
5
$
5
5
5
S
5
5
5

5
5

5
5
5
5
5
5
5
5
$
S

5

5
5

3.700.00
34.448.02
31,951.40

3,80S.83
3,826.68
2,771.99
1.358.78
3,147.00
5,126.77
7,368.20
2,092.44
2,546.01
4,00L00
1.680.06
2,495.00
1,619.68
2,717.50
3,385.00

420.00
1,185.00

17$92.44
14,000.00
1,163.90

53,227.62
660.01

1,355.00
48,000.00
7,282.20
3,044.00

599.98
13,500.00
11,500.00

291,574.51

5
34,448.02
31,951.40

5
5
5
5
5
S

7,368.20
5
5

4,001.00

2,495.00

53,227.62

48,000.00
7,ZSZ.ZD

13,500.00
11,500.00

213,773A4 5

3,700.00

3,808.83
3,826.68
2,771.99
1,358.78
3,147.00
5,126.77

2,092.44
2,546.01

5 1,680.06

$ 1,619.68
2,717.50

5 3,385.00
420.00

5 1,185.00
5 17,592A4
S 14,000.00
$ 1,163.90

5 660.01
5 L355.00

5 3,044.00
5 599.98

31,516.00 $ 46,285.07

PURCHASED BY MOUNTAIN WATER DISTRICT

Weedeater
Trash Pump

Cut Off Saw

Radios/Chargers

Calorimeter
20DS Ranger

Ford F250
Trailer

Mini Excavator
Ford F250

8/31/2005 5
8/31/2005 5

10/31/2005 $
11/30/2005 $
11/30/2005 5
12/31/2005 $
2/25/2006 5

8/4/2006 5
8/30/2006 5
8/31/2006 $

275.00
892.62
82LOS

1,361.00
1,018.54

17,840.65
32,929.95
7,656.00

29,503.00
31,400.00

5
5
5
5
5

17,840.65
32,929.95

7.656.00
29,503.00
31,400.00

275.00
892.62
821.08

1,361.00
1,018.54
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CAPITAL ASSEf5 ACQUIRED FOR MOUNTAIN WATER DISTRICT

BY SOURCE OF FUNDING !AND OWNERSHIP)
12/31/2010

Ford F250
Ford F350
Dump Truck

2008 Colorado

2008 Colorado

2008 Nissan

2008 Ranger
2008 Ranger
2008 Ranger
2008 Ranger
Phone System

Postage Machine

Computer Domain

Payroll Software
Komatsu Mini Exc

Pressure Washer
2009 Chevy PU

2009 Chevy P U

TOTALS

8/31/2006
8/31/2006
5/19/2007

8/6/2007
8/9/2007

10/24/2007
12/2/2007
7/29/2008
7/29/2008
7/29/2008
2/25/2009
3/18/2009
3/30/2009
4/21/2009
4/30/2009
6/22/2009
9/29/2009
9/29/2009

5
S

5
5
$
5
S
5
5
5
5
5
$
5
$
5
5
5
5

COST

31,400.00
36,089.00
70,772.00
12,639.65
12,639.65
24,769.00
19,090.00
16,404.00
16,404.00
16,404.00
10,000.00
1,477.00

300.00
1,590.00

37,580.00
2,200.00

34,406.24
34,406.24

502,268.62

ACQUISITION

37,580.00
$ 2,200.00

OFFICE

EQUIPMENT

5 10.M0.00
$ 1,477.00
$ 300.00
5 1,590.00

34,406.24
34,406,24

482,333&8 $ 6>568.24 $ 13+67.00

TYPE OF CAPITAL ASSET

VEHICLES/ EQUIPMENT/
ROLUNG STOCK LARGE TOOLS

31,400.00
36,089.00
70,772.00
12,639.65
12,639.65
24,769.00
19,090.00
16,404.00
16,404.00
16,404.00

CCOUNT

1/31/2008 $
6/30/2008 5
1/23/2008 5
1/31/2008
8/29/2008 5

10/27/2008 5
5/27/2009 5

3/6/2009 5
9/9/Z009 $
5/S/2009 $

6/30/2009 5
7/31/2009 5

11/19/2009 5
1/28/2010 5
8/31/2010 $
1/22/2010 5
3/21/2010 5
8/10/2010 $
8/30/2010 5
9/21/Z010 5

5

PAID THROUGH R&M A

Radios

Trailer
Band Saw
Hose Combo Kit

Scanner Update
Hydrant Gauge
Refrigerator
Settleometer Kit

Flow Meter
Shut off Tool

Weedeater
Hole Saw
Wastewater Probe
Impact Wrench

Vega DrilL Etc

Refdgerator
Trash Pump

Radios

Laptop, etc. Mtr Rdng

Correlator Upgrade
TOTAlS

3,663.00
552.48
397.90

1,194.69
979.00
405.96
660.58

1,142.38
5.856.46

3Z5.00
264.67
588.07
731.61
205.00

1.465.50
1,220.53

597.12
1,892.10

13,650.00
10.077.43
45,869.48

5
552.48

5
5
5
5

5
5
5
5

552.48 5

3,663.00

397.90
1,194.69

979.00
405.96

1,142.38
5,856.46

325.00
264.67
588.07
731.61
205.00

1,465.50

5 660.58

5 1,220.53
597.12

1,892.10
13.650.00
10,077.43
43,435.89 $ 1,881.11
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LAW OFFICES OF
STRATTONe HOGG ih MADDOKI P.S.C.

P.O. BOX 1530
PIKEVILLE, KY 41502

PHONE: (606) 437-7800
FAX: (606) 437-7569

www.shmlawucom
DAVID C. STRATTON
STEPHEN I HOGG
DANIEL P. STRATION

January 12, 2011

HENRY D. BTRATTON (1925 I989I
F. BYRD HOOD (1922-I999}
H. EDWARD MADDOR II996-2003)

Mr. Bob Meyers
c/o Utility Management Group
1SBTown Mountain Road, Suite 101
Pikeville, Kentucky 41501
via emaiL bmeveiiRumallc.net

REI MWD/UMG 2011 Contract

Dear Bob:

Please fmd attached proposed language to be set forth in Paragraph 2.2B to addressthe issue of UMG's payment of MWD's debts for capital purchases made on behalf ofthe District by UMG, but paid for by MWD.

I azn certainly open to suggestions as to how this may be hetter clarified, but I'l
tender it as our first proposal for your review and consideration.

Ifyou do have any alternative language proposals for either 2.27or 2.28, ifyou 'could
please forward thein to me prior to our meeting on Friday at 2:00 pm, it woiild bemost helpful.

Sincerely,
Stratton, Hogg (k Maddox, PIC

Daniel P. Stratton
stratton&seteLcom'PS/dsmemail: do

Attachments
cc: Rhonda James via email: rbiames&Rmsn.corn

Mike Spears via email'ikesoears&setel.corn
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Paragraph 2.28 For those capital items referenced in Paragraph 2.27 above,
which are the obligation of UMG, it is agreed that the titlI. for
all such items will be placed in the name of Mountain Water
District. It is further agreed that if the District requires
gnancing for the purchase of said item, UMG will arrange for
the fmancing of the same, subject to the District's approval,
and UMG shall pay that debt. It is agreed and understood 'that
in the event this Contract is ever terminated for any reason, or
should lapse on it's own terms, then in either event,'.any
outstanding debt in the name of Mountain Water District,
which has been incurred pursuant to this section, will be the
debt of Mountain Water District and not UMG, and UMG will
be released from any further obligations to pay the sam'e as
established herein.
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With regard to the acquisition of capital assets/improvements needed to continue consistent
and efficient operation of the District's water and sewer systems and associated administrative
functions by UMG subsequent to January 1, 2011, the District and UMG agree as follows:.
a. Any acquisition, replacement, and/or repairof existing District assets that are essenbal to

the continued routine and efficient operation of the District's programs at their present
level and which cost less than $1.500.00will be acquired and paid for by UMG. Title to
these assets will be in the name of the District.

b. In November of each contract year, UMG will provide the District with a comprehensi'ye
schedule of any capital asset replacements or acquisitions that it determines are necessary
for its continued efficient and consistent delivery of services required under this Agreement
and that are projected to exceed $1,500.00per item. This schedule will identify eachi
specific capital asset, whether it replaces an existing capital asset or is a new or additional
capital asset not previously owned by the District, rationale for its replacement or
acquisition, projected cost, and projected time frame for acquisition. For all such capital
items, UMG will procure, acquire, and obtain financing pursuant to the District's policies and
procurement guidelines. All such capital assets will be acquired in the District's name.
Financing rates and terms will be jointly evaluated, reviewed, and authorised by UMG
personnel and the District's financial consultant. As part of its obligation to pay for the
continuing operation of the District's facilities and services, UMG agrees to pay for monthly
or other periodic loan payments associated with the acquisition / financing of those capital
assets addressed in this Section which are replacements of existing District owned assets.
The monthly or other periodic loan costs associated with the acquisition of capital ass'ets
that are not "replacement" assets shall be borne by the DlstricL Both parties also
understand and agree that any capital assets that UMG acquires and are not dedicate'd ~solely for use in the Mountain Water District project will remain the property of UMG',c. Those costs associated with the acquisition of new assets or renovation/repair of existing gassets requested and authorised by the Commissioners of the Distdict that are not essential)
to UMG's performance under this Agreement or are being acquired as a result of a major
expansion of the District's water and sewer systems or renovation or expansion of its.
administrative facilities shag be funded by the District.

d. It is understood and agreed by both parties that, should this Agreement be terminated by
either party at any time during the term of this contract amendment, all capital assets
acquired pursuant to Section 3(b) and 3(c) above will remain the property of the District,
and all remaining debt at the time of the termination associated with the acquisition of
those assets will be the obligation of the District.
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MOUNTAIN WATER DISTRICT- UMG OPERATIONS AGREEMENT: PROPOS EO ADDI TIION

Section 2.27

Both parties to this Agreement recognize that there is a continuing need for the District to make capital
improvements and/or acquire capital assets that are not an integral part of the District's water and
sewer production, treatment, distribution, and collection systems. The capital acquisitions/capital
improvements addressed in this Section include vehicles and other rolling stock, major tools and

.'quipment,office equipment, and administrative office facility improvements. While the repair and/or
replacement of water and sewer system components (plants, lines, tanks, pump stations, lift stations,
meters, PRV's, etc.) are addressed elsewhere in this Agreement and are funded through the Repair and
Maintenance portion of the District/ UMG budget, this Section of the Agreement addresses the

'cquisition,replacement, and funding of those capital assets not specifically associated with the
District's water and sewer systems.

1. During the initial term of this agreement (Iuly, 2005 through December 31, 2010), there Were
multiple capital asset acquisitions and capital improvements associated with vehicles and other
rolling stock, major equipment and tools, office equipment, and administrative office
improvements. These acquisitions/improvements were funded in part by UMG, in part by the
District, and in part through the Repair and Maintenance portion of the District's budget with UMG.
A schedule of capital assets and improvements acquired during the initial term of this Agreement
and the source of funding for those assets is attached (Schedule ~.

2. With regard to the capital assets/improvements acquired during the initial term ofthis Agreement
(July 2005 through December 31, 2010), and identified on Schedule the District and UMG
agree to the following stipulations:

a. All capital assets/improvements identified as either "Equipment/Large Tools" and "Office
Equipment" on the attached 5chedule will be, as of the effective date of this
Amendment, the property of the District, regardless of the source of funding for those
capital assets/improvements.

b. Capital assets identified as "Vehicles / Rolling Stock" on the attached schedule that were
acquired by UMG shall remain the property of UMG. As those vehicles and rolling stock
need to be replaced, they will be acquired and funded pursuant to Section 3(b) below.
(Exception: Grondall and David's vehicles .. PAV's through UMG)

c. Should the District elect to terminate this agreement prior to December 31,2015, all i

vehicles and rolling stock identified on the attached schedule shall remain the property of
UMG.

d. Should UMG elect to terminate this Agreement prior to December 31,2015, UMG shall
transfer title to those vehicles and rolling stock on the attached schedule purchased by UMG
to the Distdict, with the exception of those vehicles acquired by UMG for senior Mountain
Water District Project Managers (listed as "2009yukon" and "2009 F150"on the attached
schedule).
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CAPITALASSETS ACQUIRED FOR MOUNTAIN WATER DISTRICT

BY SOURCE OF FUNDING )AND OWNERSHIP)
12/31/2010

TYPE OF CAPITAL ASSET

ACQUISITION VEHICLES/ ( EQUIPMENT/ ( OFFICE

COST ROLLING STOCK ( LARGE TOOLS I EQUIPMENT

PURCHASED BY UMGr

Hammerhead Mole

2005 Expedition

2006 GMC Sierra

Hammerhead Mole
Hammerhead Mole

Air Compressor
Air Compressor

2 Way Radio

Camera

nit Bed Trailer

Aqua Scope
Engine Scanner
Trencher

Laptop Computer
Trailer

Laptop Computer
Data Recorder
Computer

Pressure Logger

Laptop Computer
Phone System
Parking Lot Paved

Laptop Computer
2009 Yukon

laptop Computer
Cameras/DVR

2009 F150
Trailer

Auto Dialer

Deslnop PC

2005 F350
2006 F250

TOTALS

5
5
5
5
5
5
5
5
5
5
S

5
5
5
5
5
5
5
5
5
5
5
5
5
5
5
S
5
5
5
5
5
5

11/30/2005
6/30/2006
7/10/2006
8/31/2006
11/6/2006
1/31/2007
1/3 1/2007
1/31/2007
1/31/2007
1/31/2M7
1/3 1/2007
1/31/2001
4/27/2007
1/23/2008
1/31/2008
2/25/2008
2/20/2MB
4/30/2008
5/20/2008

8/5/2008
8/Zl/2008
8/29/2008

12/18/2008
4/28/2009
5/31/2009
6/19/2009
6/9/2M9

6/25/2M9
9/28/2009

11/13/2009
7/23/2010
7/23/2010

3,700.00
34,448.02
31,951AO
3,808.83
3,826.68
2,711.99
1,358.78
3,147.00
5,126.71
7,368.20
2,092.44
2,546.01
4,001.00
1,680.06
2,495.0D
1,619.68
2,717.50
3,385.00

420.00
1.185.00

17,592.44
14,000.00
1,163.90

53,227.62
660.01

1,355.00
48,000.00

7,282.20
3,044.00

599.98
13,500.00
11,500.00

291/74$ 1

5
34,448.02
31,951.40

5
5
5
5
S
5

7,368,20
5
5

4,001,00

3,100.00

3,808.83
3,826.68
2,711.99
1,358.78
3,147.00
5,126.77

2,092.44
2,546.01

2,495.00

$ 2,717.50

5 1,680.06

5 1,619.68

5 3,385.00

53,221.62

48,000.00
7,282.20

5 66CL01

5 1,35$.00

5 3,044.00
5 599.98

13,500.00
11,500.00

213,773A4 5 3L516.00 5 46,289.07

5 420 00
S 1,185.00
5 17.59244

5 14,000.00
5 1,163.90

PURCHASED BY MOUNTAIN WATER DISTRICT

Weedeater
Trash Pump

Cut ON Saw
Radios/Chargers
Colorimeter
2005 Ranger
Ford F250
Trailer
Mini Excavator
Ford F250

8/31/2005 5
8/31/2005 5

10/31/2005 5
11/30/2005 5
11/30/2005 5
12/31/2005 5
2/25/2006 5

8/4/2006 5
8/30/2006 5
8/31/2006 5

275.00
892.62
821.08

1,361.00
1,01854

17,840.65
32,929.95

7,656.00
29+03.00
31,400.00

5
5

5
5
5

17,840.65
32,929.95

7,656.00
29.S03.00
31,400.00

275.00
892.62
821.08

1,361.00
1,018.54
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CAPITAL ASSETS ACQUIRED FOR MOUNTAIN WATER DISTRICT

BY 5OURCE OF FUNDING (ANO OWNERSHIP)

12/31/2010

Ford f250
Ford F350
Dump Truck

2008 Colorado

2008 Colorado

2008 Nissan

2008 Ranger
2008 Ranger

2008 Ranger

2008 Ranger

Phone System

Postage Machine

Computer Domain

Payroll Software
Komatsu Mini Esc
Pressure Washer
2009 Chevy PU

2009 Chevy PU

TOTALS

S/31/2006
8/31/2006
5/19/2007
8/6/2007
8/9/2007

10/24/2007
12/2/2007
7/29/2008
7/29/2008
7/29/2008
2/25/2009
3/18/2009
3/30/2009
4/21/2009
4/30/2009
6/22/2009
9/29/2009
9/29/2009

ACQUSITION

COST

31,400,00
36,089.00
70,772.00
12,639.65
12,639.65
24,769.00
19,090.00
16,404.00
16,404.00
16,404.00
10,000.00
1,477.00

300.00
1,590.00

37,580.00
2,200.00

34,406.24
34,406.24

502,268.62

TYPE OF CAPITAL ASSET

VEHICLES/ EQUIPMENT/

ROLLING STOCK IARGE TOOLS

$ 31,400.00
5 36,089.00
5 70,772.00
5 12,639.65
S 12,639 65
5 24,769.00
5 19,090.00
5 16,404.00
$ 16,404.00
$ 16,404.00

$ 37,580.00
5 2 200.00

OFFICE,
EQUIPMENT

5 10.000IOO

5 1.477,00
$ 300IOO

S 1+90IOO

$ 34,406.24
5 34,406.24
$ 482,333.38 $ 6,568.24 $ 13,367,00

M ACCOUNT:

1/31/2008
6/30/2008
1/23/2008
1/31/2008
8/29/2008

10/27/2008
5/27/2009

3/6/2009
9/9/2009
5/8/2009

6/3D/2009
7/31/2009

11/19/2009
1/28/2010
8/31/2010
1/22/2010
3/21/2010
8/10/2010

g 8/30/2010
9/21/2010

PAID THROUGH R&

Radios

Trailer

Band Saw
Hose Combo Kit

Scanner Update
Hydrant Gauge
Refrigerator
Settleometer Kit

Flow Meter
Shut off Tool

Weedeater
Hole Saw

Wastewater Probe
impact Wrench

Vega Drill. Etc
Refrigerator
Trash Pump

Radios

Laptop, etc. Mtr Rdn

Correlator Upgrade
TOTALS

3,663.00
SSZAS
397.90

1,194.69
979.00
405.96
660.56

1,142.38
5,856.46

325.00
264.67
588.07
731.61
205.00

1,465.50
1,220.53

597.12
1,892.10

13,650.00
10,077.43
45,869.48

$ 552.48
5 3,663.00

5 397.90
5 1,194.69
5 979,00
$ 405.96

$ 1,142.38
5 5,856.46
5 325 00
S 264.67
5 588.07
5 731.61
$ 205.00
$ 1,465.50

5 660,58

$ 1,220;53
597.12

1,892.10
13,650.00
10,077.43
43,435.89 $ 1,8Sll11

5
5
5

5
$ 552.48 $
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TO

FROM

Rhonda, John, Roy Bs Mike

van ~Q

REVISIONS TO UMG CONTRACT

DATE: August 18, 2012
REGARDING: Mountain Water District
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Attached are the proposed revisions to the UMG contract per our meeting on

August 9 . Pollowing our meeting on the 9, I met with Roy, who had some other

suggestions to add to the contract, and I have also incorporated those for your
review and consideration.

To point out a few things of note, in the opening paragraph, the amended

agreement would be effective January 1, 2013, so that we stay on our current

cycle for terms. After talking with Roy, it is our recommendation that all repairs

and maintenance work be approved by the Administrator and an amount over "X"

would require Board approval. 7/e have not attempted to set what those amounts

should be.

0

The big change of course, is in Section 7, under Compensation. I have set a fixed

fee for the three year term. I would note however, that in subsequent sections,

they are allowed additional fees for work beyond the scope of the original contract,

and for emergencies that would not fall under the normal operations of the

District.

J
0
00
((I

tD
I
0
E

((l
T

I
(0
I
(0
0(
(0
m

e
Q
O

X0
I
O



I have also put in under 7.1 that the annual fee may be adjusted from time to time

as agreed upon by the parties. We may want to consider whether we keep this

sentence, but I thought I would add it to show that we are flexibie should there be

a substantial need or issue for which the contract should be amended.

I have also added a new 7.2 that would require them, on or before April 1"of each

year, to provide the District with a detailed financial report of'their cost to operate

the District, and that this would have an allocation of expenses between water and

sewer operations. This of course is our basis for receiving the cost analysis that

they provided for 2010 and 2011, and would not tie our hands to having to get a
rate request to get the same. This would subject those records to an open records

request, if one was made. I know that will be a sensitive subject to them, but I

think we need to insure a way that we receive this information on at least an
annual basis. I am open to suggestions if there is another way to approach this

issue.

You will also note that I have eliminated the provision for repair and maintenance

expenditures coming out of their fee, and this contract is structured so that we

will pay our own repair and maintenance bills.
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Lastly, in Section 11,I have provided that in the event of non-renewal, we will give

them 180 notice, and then this will be the six (6} month period that the~ would

have to work with us to bridge from point A to point B, if there is a change.

I have not attached the appendix to this document, and Roy will be working with

Grondall to make sure that those are updated as necessary.

If you have any questions or comments, please feel free to call.
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Agreement For Operations,
Maintenance and Management Services

'O

N
O
C
N

U)

THIS AGREEMENT is entered into this day of
2012, effective the 1"day of January "'..'013,by and between:

RA1 14

Mountain Water District, with its principal address at 6332 Highway, P.O. Box
3157, Pikeville, Kentucky 41502 (hereinafter "DISTRICT")

AND

WHEREAS, DISTRICT owns and provides for the operation of water,
wastewater and related treatment, collection and distribution facilities
described on Appendix 8; and

WHEREAS, DISTRICT desires to employ the services of UMG in the operation,
maintenance and management of these facilities and UMG desires to perform
such services for the compensation provided for herein.

UTILITY MANAGEMENT GROUP LLC, with its principal address at 500 Summit
Drive, P.O. Box 663, Corbin, Kentucky 40702 (hereinafter "UMG").
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NOW, THEREFORE, in consideration of the mutual covenants and agreements

1. GENERAL

1.1 Definitions of words and phrases used in this Agreement and the
attachments are contained in Appendix A.

1.2 All land, buildings, facilities, easements, licenses, rights-of-way,
equipment and vehicles presently or hereinafter acquired or owned
by DISTRICT shall remain the exclusive property of DISTRICT
unless specifically provided for otherwise in this Agreement.
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1.3 This Agreement shall be governed by and interpreted in accordance
with the laws of the Commonwealth of Kentucky. Venue for anv
action concernine this contract will be in the Circuit Court of Pike
Countv. Kentuckv.

1 4 Neither this Agreement, nor any of the rights or obligations
hereunder, may be assigned by UMG without the prior written
consent of the DISTRICT.
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All notices shall be in writing and transmitted to the party'
address stated above. All notices shall be deemed effectively given
when delivered, if delivered personally or by courier mail service,
i.e., Federal Express or Airborne Express, delivered after such
notice has been deposited in the United States mail postage
prepaid, if mailed certified or registered U.S. mail, return receipt
required; or received by the party for which notice is intended if
given in any other manner.

This Agreement, including its Appendices, is the entire Agreement
between the parties. This Agreement may be modified only by
written agreement signed by both parties. %'herever used, the
terms "UMG" and 'DISTRICT" shall include the respective officers,
agents, directors, elected or appointed officials and employees and,
where appropriate, subcontractors or anyone acting on their
behalf.

If any term, provision, covenant or condition of this Agreement is
held by a court of competent jurisdiction to be invalid, void or
unenforceable, the remainder of the provisions shall remain in full
force and effect and shall in no way be affected, impaired or
invalidated.
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It is understood that the relationship of UMG to DISTRICT is that
of independent contractor and nothing in this Agreement shall
create the relationship of partnership or joint venture. The services
provided under this Agreement are of a professional nature and
shall be performed in accordance with good and -accepted industry
practices for contract operators similarly situated. However, such
services shall not be considered engineering services and nothing
herein is intended to imply that UMG is to supply professional
engineering services to DISTRICT unless specifically stated in this
Agreement to the contrary,

If any litigation is necessary to enforce the terms of this Agreement,
the prevailing party, the party determined not to be in default or in
breach of the Agreement shall be entitled to its cost and reasonable
attorney fees which are directly attributed to such litigation in
addition to other relief to which it may be entitled. If both sides are
found to have defaulted or be in breach each will pay their own
cost, and attorney fees.

Nothing in this Agreement shall be construed to create in any third
party or in favor of any third party any right(s), license(s), power(s)
or privilege(s).
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1.12

This agreement sets forth the entire agreement between the parties
and fullv supersedes all prior and/or verbal agreements or
understanding between the parties which pertain to the subiect
matter hereof.

This agreement mav be executed in two or more counterparts, each
of which shall be deemed an original. but all of which toE.ether
shall constitute one in the same documents.
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2.1 UM6's SERVICES - GENERAL

2.1 UMG will staff the Project with employees who have met
appropriate licensing and certification requirements of the
Commonwealth of Kentucky. UMG warrants that it will maintain
the necessary licensed and certified personnel as may be required
by the Commonwealth of Kentucky for operation of the Project.
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2.2 UMG shall provide ongoing training and education for appropriate
personnel in all necessary areas of modem water and/or
wastewater process control, operations, maintenance, safety, and
supervisory skills.

0
0
O

UMG shall develop and/or supply and utilize computerized
programs for maintenance, process monitoring and financial
control. In the event this agreement is terminated for any reason,

. UMGmhall provide the .DISTRICT within thirty (30) days of notice.
all computerized programs, codes, records. maps. instruction
manuals, and any other items necessary for DISTRICT to execute a
corriplete transfer of their records and the operating systems
necessary to access and maintain the same.

Within forty-five (45) days after the Commencement Date, UMG
will provide a physical inventory of DISTRICTS vehicles, and
equipment and tools in use at the Project and a general statement
as to the condition of each vehicle or piece of equipment. In the
event this Agreement is terminated for any reason, UMG will
provide to the DISTRICT, a physical inventory of DISTRICT"S
vehicles and equipment, and a general statement as to the
condition of each vehicle and piece of equipment within ninety (90)
days of the end of the contract. If UMG fails to do so. then the
DISTRICT mav take its own inventorv and offset the cost against
anv funds due UMG.
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2.7

Within forty five (45j days after the Commencement Date, UMG will
provide DISTRICT with a physical inventory of chemicals and other
consumables on hand when UMG begins services under this
Agreement. Such chemicals and consumables will be made
available to UMG in connection with its performance under this
Agreement. UMG will provide DISTRICT with the same quantity of
chemicals or equivalent upon termination of this Agreement. If
VMG fails to do so. then the DISTRICT mav take its own inventorv
and offset the cost against anv funds due UMG.

VMG shall be responsible for maintaining all manufacturers
warranties on new equipment purchased by DISTRICT and shall
assist DISTRICT in enforcing existing equipment warranties and
guarantees. UMG shall keep a record of all such warranties and
provide the DISTRICT an updated copv of the same on a monthlv
basis.

On or before October 1" of each vear UMG shall provide the
DISTRICT an annual schedule for preventive maintenance, alone
with an estimated bud@et for the DISTRICT owned eauipment:.".'".

Thev shall report to the DISTRICT on a monthlv
basis what the preventive maintenance is being performed on
DISTRICT-'8 owned equipment in accordance with manufacturer's
recommendations at intervals and in sufficient detail as may be
feasibility determined by the DISTRICT. Such a maintenance
program shall include documentation of corrective and preventive
maintenance.
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2.8 UMG shall operate, maintain and/or monitor the Project on a 24
hour per day, seven-day per week schedule.

2.9 Visits may be made at a reasonable time by DISTRICT'S employees,
board members or designated DISTRICT's representative. UMG
shaH provide Kkeys for the Project "h=i! b= prc.".dM to the
DISTRICT'S Administrator. L- U.";.~ cc" —"" -'"'"" AH visitors to
the Project shall comply with UMGs operating and safety
procedures.

2.10 UMG shall provide a 24 hour/day 7 days per week customer
service phone number.

2.11 VMG will implement and maintain an employee safety program in
compliance with applicable laws, rules and regulations and make
recommendations to DISTRICT regarding the need, if any, for
DISTRICT to rehabilitate, expand or modify the Project to comply
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2.12

2.13

2.14

with governmental safety regulations applicable to UMGs
operations hereunder and with federal regulations promulgated
pursuant to the Americans With Disability Act ("ADA").

UMG may modify the process and/or facilities to achieve the
objectives of this Agreement; provided, however, no modification
shall be made without DISTRICTS prior written approval.

In any emergency affecting the safety of persons or property, UMG
may act without written amendment or change order, at UMGs
discretion, to prevent threatened damage, injury or loss, UMG shall
be compensated by DISTRICT for any such emergency work
notwithstanding the lack of a written amendment. Such
compensation shall include UMGs reasonable costs for the
emergency. Such cost and the basis for which they were incurred
shall be detailed to the Board in any request for additional
compensation.

As required by law, permit or court order, UMG will prepare plant
performance reports and submit them to DISTRICT for signature
and transmittal to appropriate authorities on a timely basis.
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2.15 UMG will provide laboratory testing and sampling presently
required by plant performance portions of the NPDES permit, the
Clean Water Act, the Safe Drinking Water Act, and/or any federal,
state or local rules and regulatioris, statutes or ordinances, permit
or license requirements or judicial and regulatory orders and

--decrees.

2.16

2.17

UMG will provide for the collection, hauling and disposal of solid
waste, screening, grit, sludge and scum ("Waste" ) to DISTRICTS
existing or approved disposal sites. It shall be the sole right and
responsibility of DISTRICT to designate, approve or select disposal
sites to be used by UMG for DISTRICTS Waste. All Waste and/or
byproduct treated and/or generated during UMGs performance of
services is not and will not be considered property of UMG.

UMG shall provide all the administrative and financial functions
necessary to effectively operate the business affairs of the
DISTRICT, except as designated by the DISTRICT. UMG shall
submit a monthly report to the DISTRICT that illustrates in
summary, how much of the current month and year to date
invoices submitted by UMG to the DISTRICT, are related to water
services and how much are related to waste water services. The
summarv shall also report the direct operatine costs for water
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services and waste water services on a monthlv and vear to date
basis.

2.19 UMG shall comply with all of the DISTRICT's policies and
procedures in operating the DISTRICT, and UMG's Project Manager
shall certify monthly to the DISTRICT's Board that all operations
and activities under their control have been in compliance with the
Board's policies and procedures.

2.18 UMG shall consult with the DISTRICTS Commissioners prior to
replacement of the Project Manager.
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UMG shall submit to the DISTRICT monthly, all reports of project
activities in accordance with the DISTRICTs policies and formats.

2.20 UMG shall provide for monthly meter reading and billing. All
amounts billed and received on behalf of DISTRICT are the
property of DISTRICT and shall be promptly deposited into a bank
account designated by the DISTRICT. Customer Service offices
shall be maintained at locations approved by the DISTRICT.
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2.21

2.22

2.23

2.24

2.25

UMG shall provide its reasonable business efforts in controlling
unaccounted for water loss. A monthly report of system accounted
for/unaccounted for water loss shall be submitted to the
DISTRICT.

UMG shall comply with all applicable federal, state and local laws,
regulations and rules as they may be applicableto the operation of
the DISTRICT's water and waste water systems and the DISTRICT's
operations.

UMG wiII seek sources of government grants and loans for
consideration by the DISTRICT. The DISTRICT must approve in
advance all application for such funding.

To protect the DISTRICT and allow for continuity of service UMG
will post a surety bond or other surety in the amount of
$1,000,000 to ensure faithful performance of its contract
obligations. Such surety shall be released upon termination of this
Agreement and compliance by UMG with its obligations hereunder.

Notwithstanding anything herein to the contrary UMG agrees to
replace the DISTRICT's capital assets that are not an integral part
of the DISTRICT's water/sewer production, treatment, and
distribution and/or collection systems, If UMG determines that
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replacement of capital assets is not essential for their continuing
performance under this agreement, they shall notify the DISTRICT
that they do not wish to replace an asset, with an explanation as to
why. If the DISTRICT agrees, the asset will be removed from the
DISTRICT's asset list. If the DISTRICT does not agree, UMG will be
required to replace the asset. UMG shall submit to the DISTRICT
at the November DISTRICT meeting a capital budget request for
the next calendar year for approval by the DISTRICT. UMG may
make subsequent request for a capital asset by petitioning the
DISTRICT.

For those capital assets that cost less than 41,500, UMG will
purchase and pay for the same. For those that cost more than
51,500, they may also be purchased and paid for by UMG or at
UMG's option may be financed in the DISTRICT's name, subject to
prior approval by the DISTRICT, and all such loan payments shall
be made by UMG as long as this contract remains in effect. At
the end of the contract term, or upon early termination, if there are
any outstanding loans that have been approved by the DISTRICT,
which are due and owing, the DISTRICT agrees to pay the balance
of the same.
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All assets acquired under this paragraph, except as hereinafter
provided, wiQ be titled in the DISTRICT's name. Any capital assets
that UMG acquires, at its discretion, that is not replacements of
the DISTRICT's assets, and/or which are not solely dedicated for
use at the DISTRICT's project, shall be titled in the name of UMG
and paid-for -by VMG;—

Notwithstandind the above, anv individual tool purchased for
UMG's use in the operation of the DISTRICT that cost more than
$250 shall be paid for bv the DISTRICT, and charmed to its repair
and maintenance bud@et. Anv tool purchased for UMG's use in
the operation of the DISTRICT that cost less than $250 shall be
paid for bv UMG. All such tools shall be the propertv of the
DISTRICT.

2.26 Routine repair and maintenance of any real property utilized by
UMG in the performance of its duties under this contract will be
done and paid for by UMG. If such improvements require
financing, it will be done pursuant to the capital acquisition
procedure outline above. This excludes any major renovation or
expansion directed by the DISTRICT, which will be paid by the
DISTRICT.
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2.27 UMG will submit to the DISTRICT bv no later than October 1"of
each vear, a repair and maintenance bud@et and capital budeet for
the next fiscal vear. It shall include anv item alreadv under
contract, but not vet paid. The RGB BudE.et shall include an
allowance for anv unforeseen reoairs based on the DISTRICT's
actual experience for such items over the last three (3) vears.

2.28

2.29 All purchases made bv UMG usine the DISTRICT's Tax
Identification Number shall onlv be for those items utilized in the
operation of the DISTRICT. UMG shall not co-mineie. store or have
delivered. parts. materials, chemicals or supplies used for anv
other customer on the DISTRICT's orooertv, nor will the
DISTRICT's parts. materials, chemicals and suoplies be stored on
anv other customer's propertv without the expressed prior written
consent of the DISTRICT.

UMG'S SCOPE OF SERVICES - WASTEWATER

3.1 This Article shall apply to UMGs operations, maintenance and
management services for the DISTRICTS wastewater systems,

3.2 Within the design capacity and capabilities of the Waste Treatment
Plant(s) described in Appendix B, UMG will manage, operate and
maintain the Plant(s) so that effluent discharged from the Plant(s)
outfalls meets the requirements specified in Appendix C- l.

3.3 UMG will perform all Maintenance and Repairs for the Project, and
submit a monthly accounting to DISTRICT detailing all
expenditures incurred, along with a brief explanation of the work
done and why it was necessary

3.4 UMG will pay all Costs incurred in normal wastewater utility
operations. Any cost determined to be abnormal, for which
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All repairs and maintenance expenditures shall be approved in
advance bv the DISTRICT's Administrator. unless an emereencv
situation exist. Anv emereencv situation mill be reported to the
Administrator or Chairperson within twentv-four (24) hours of
notice of the situation. All reauests will be supported bv a work
order. All repair and maintenance exoenditures over 8
shall be aooroved bv the Board in advance of the exoenditure.
unless an emereencv. UMG shall submit a monthlv accountine to
the DISTRICT detailinp all repair and maintenance expenditures.
includinz a brief explanation of the work done and whv it was
necessarv.
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additional compensation is sought, shall be submitted to the
DISTRICT for approval along with an explanation of why it was
determined to be abnormal.

4. UN''S SCOPE OF SERVICES - %'ATER

4«2 Within the design capacity and capabilities of the Water Treatment
Plant(s) described in Appendix 8, UMG will manage, operate and
maintain the Plant(s) so that water produced from the Plant(s)
meets the requirements specified in Appendix C-2.

4.3 UMG shall operate the water treatment plantfs), pump station(s),
and provide for all laboratory testing requirements.

1 TflEP «TEv Jrk44 kkk fks v
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4.5 UMG will pay all Costs incurred in normal Water operations. Any
cost determined to be abnormal, for which additional
compensation is sought, will be submitted to the DISTRICT for
approval along with an explanation of why it was determined to be
abnormal.
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UMCs SCOPE OF SERVICES - WASTEWATER COLLECTION SYSTEM
AND WATER DISTRIBUTION SYSTEM

5.1 This Article shall apply to UMGs services for the DISTRICTS
wastewater collection system and potable water distribution
system.

5.2 The scope of UMGs services for the Maintenance and Repair of the
collection system and the distribution system are set forth in
Appendices C-3 and C-4, respectively.

5.3 UMG shall provide for all daily operation and maintenance
functions such as line Repairs, customer connections, line and
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4.1 This Article shall apply to UMGs operations, maintenance and
management services for the DISTRICTS drinking water treatment
system.
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tank maintenance, meter replacement, leak detection, line
flushing, valve exercise, system inspection, line locations, and
emergency call-outs, etc.

DISTRICTS DUTIES

6.1 The DISTRICT shall fund all necessary Capital Expenditures,
except as otherwise provided herein. Such funding shall be
provided either (i) in advance from the DISTRICT to UMG if the
DISTRICT requests that UMG contract for such Capital
Expenditure or (ii) the DISTRICT shaH contract for such Capital
Expenditure directly. Priorities shall be given to safety and the ADA
related expenses described in Section 2.12. Any loss, damage, or
injury resulting from the DISTRICTS failure to provide capital as
reasonably required by UMG shall be the sole responsibility of the
DISTRICT provided that UMG has timely notified the DISTRICT of
the need for the capital expenditure and has provided sufficient
lead time for acquisition and utilization of the same. Otherwise any
such loss damage or injury shall be the sole responsibility of UMG.
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6.4

The DISTRICT shall keep in force all Project warranties,
guarantees, easements and licenses that have been granted to
DISTRICT and are not transferred to UMG under this Agreement.
UMG shall keep in force aH Project warranties, guarantees,
easements and license transferred to them under this Agreement.

The DISTRICT shall pay aH ad valorem, property, franchise,
occupational-and-disposa1 taxes, or-other-taxes associated with the
Project other than taxes imposed upon UMQs net income and/or
payroll taxes for UMG employees.

In the event UMG is required to pay any sales tax or use taxes on
the value of the services provided by UMG hereunder such
payments shall be reimbursed by the DISTRICT unless the
DISTRICT furnishes a valid and properly executed exemption
certificate relieving the DISTRICT and UMG of the obligation for
such taxes. Any items purchased by the DISTRICT to save sales
tax for a purchase UMG is required to make on behalf of the
DISTRICT, shall be reimbursed by UMG within fifteen (15) days
from the date of invoice to UMG. UMG shall make all such
invoices on behalf of the DISTRICT to UMG on the next business
date after the DISTRICT has made any purchase referenced above.

The DISTRICT shall provide UMG with full use of any and all
pieces of DISTRICTS heavy equipment that are available so that
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UMG may discharge its obligations under this Agreement in the
most cost-effective manner.

6.7

6.8

DISTRICT shall provide all registration and licenses for DISTRICT'S
vehicles used in connection with the Project,

DISTRICT shall provide for UMGs exclusive use of all vehicles and
equipment presently in full time use at the Project except as may
be otherwise designated from time to time by Agreement.

DISTRICT shall provide for UMG access to all easements, right-of-
ways, and access to discharge UMGs obligation under this
Agreement.

The DISTRICT may hire an Administrator to assist the DISTRICT in
the oversight of its operations and business affairs. The
Administrator's office shall be located in the DISTRICT
headquarters and the Administrator shall have full access to all of
the DISTRICT*s operating and financial records.

UMG agrees to provide administrative assistance to the
Administrator, which shall not exceed fifteen (15) hours per week.
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6.9 DISTRICT shall promptly review and consider any request by UMG
for any additional Capital Expenditures or Costs incurred by UMG.

6.10

7. COMPENSATION

7.1 UMGs compensation under this Agreement shall consist of an
Annual Fee as set forth herein. The Annual Fee for +".= fiir"t
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this agreement shall be $ monthly).

The annual fee mav be adiusted
from time to time as agreed upon bv the parties.
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The DISTRICT will be responsible for the purchase of all capital
-assets (additions--and-replacements) that-are-an-integral--part of the- —---
DISTRICT's Water/Sewer production, treatment, distribution
and/or collection systems.
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7I3 In the event the DISTRICT should make application to PSC for a
rate increase in any of its services, UMG agrees to provide the
DISTRICT a copy of any and all necessary information required by
the PSC for such application.

7I2 On or before April I" of each vear. UMG shall provide the
DISTRICT a detailed financial report of its costs to overate the
DISTRICT. Such report shall also allocate expenses between water
and sewer operations.
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If the DISTRICT elects to verify any information which is required
by the PSC, or to conduct rate study, UMG agrees to allow the
DISTRICT's duly authorized agents access to its records to verify
the information provided by UMG.
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7.64 Any additional expenses, reasonably incurred by UMG, including
overtime wages as a result of severe weather, a natural disaster or
other unplanned events outside of the normal course of operations,
vdl be invoiced by UMG to the DISTRICT for reimbursement in
accordance with Section 8.2.

Any additional expense, reasonably incurred by UMG as set forth
in the above paragraph, for which the DISTRICT is eligible for
reimbursement by a third party (i.e., FEMA), UMG agrees to defer
payment from the DISTRICT for such expenses until the DISTRICT
receives approval for reimbursement from the third party.

8. PAYMENT OF COMPENSATION

8.1 One twenty-fourth (1/24) of the Annual Fee for each Agreement
Year shall be due and payable on the 1S'nd the 15li of each
month during such Agreement Year for service provided in
accordance to Articles 7.1 ""."7,2 of this Agreement.

All other compensation to UMG is due upon receipt of UMQs
invoice and payable within .";.".==;.",5,'hirty(30) days, except as
provided in Article 7.6. Any and all request for additional
compensation will be supported by a detailed cost analysis
evidenced by appropriate invoices to be attached to the request.
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The DISTRICT agrees to pay UMG interest on any expenses paid by
UMG described in the above paragraph at the then prime rate of
interest charged by Community Trust Bank of Pikeville, Kentucky.
Interest would start to accrue six months after the third party has
approved the DISTRICT's application for reimbursement and run
on the outstanding balance until paid in full. Approval shall be
defined as that date when the third party accepts the DISTRICT's
application for reimbursement. If they DISTRICT's application
does not receive final approval, or final approval is delayed due to
UMO's failure to properly process —We-- application- or-- the-----
information therein correctly, then the time table for starting the
accrual of interest will not start until the necessary corrections are
approved.
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8.3 DISTRICT shall pay interest at an annual rate equal to the
DISTRICTS designated financial institution's prime rate on
payments not paid and received by UMG within thirty (30) calendar
days of the due date, such interest being calculated from the due
date of the payment. In the event the charges hereunder might
exceed any limitation provided by law, such charges shall be
reduced to the highest rate or amount within such limitation.
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9. SCOPE CHANGES
E
E00

9.1 A Change in Scope of services shall occur when and as UMQs
Costs of providing services under this Agreement significantly
change as a result of one of the following:

9.1.1 Any change in Project operations, personnel qualifications
or staffing or other cost which is mandated or otherwise
required, by a change in law, rule or regulation or an action
or forbearance of any governmental body having
jurisdiction to order, dictate or require such change.
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9.1.2 The DISTRICT'S request of UMG and UMGs consent to
provide additional services beyond what is provided in this
agreeme~t and routine growth of current services.

9.2

10. INDEMNITY AND I DLBII ITY INSURANCE

For Changes in Scope described in Sections 9.1.1and 9.1.2, the
Annual Fee shall be increased (or decreased) in an amount equal to
UMGs additional (or reduced) Cost associated with the Change in
Scoj&.
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10.1

10.2

UMG agrees to indemnify and hold DISTRICT harmless against any
and all claims, suits, actions, deeds, damages, cost, charge and
expenses, including court cost and reasonable attorney fees, and
against all liability, losses and damage of any nature whatever that
DISTRICT shall or may at any time sustain arising from the
operation of this Agreement other than those arising from the
DISTRICTS negligence or willful misconduct.

DISTRICT agrees to indemnify and hold UMG harmless against any
and all claims, suits, actions, deeds, damages, cost, charge and
expenses, including court cost and reasonable attorney fees, and
against all liability, losses and damage of any nature whatever that
UMG shall or may at any time sustain as a result of DISTRICTS
negligence or willful misconduct.
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10.3

10I4

10.6

UMG shall be liable for those fines or civil penalties imposed by a
regulatory or enforcement agency for violations occurring on or
after the Commencement Date, of the effluent quality requirements
provided for in Appendices C-1 and C-2 that are a result of UMGs
negligence. DISTRICT will assist UMG in contesting any such fines
in administrative proceedings and/or in court prior to any
payment by UMG. UMG shall pay the cost of any such contest.

UMG shall be liable for all fines or civil penalties imposed by any
regulatory or enforcement agencies on DISTRICT and/or UMG that
are not a result of DISTRICTS negligence or are otherwise directly
related to the operation of the Project and shall indemnify and hold
DISTRICT harmless from the payment of any such fines and/or
penalties.

Indemnity agreements provided for in this Agreement shall survive
the termination of the Agreement.

Each party shall obtain and maintain insurance coverage of a type
and in the amounts described in Appendix E. Each party shall
provide the other party with satisfactory proof of insurance.
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11. TERM, TERMINATION AND DEFAULT
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A party may terminate this Agreement only for a material breach of
the Agreement by the other party. =-"=-'. "= rc.".'de~ '.-. S=" '""..

only after giving written notice of breach; and, only after
allowing the other party thirty (30) days to cure or commence
taking reasonable steps to cure the breach.

In the event this agreement is terminated by the DISTRICT prior to
the DISTRICT's payoff of UMG'S loan dated April 1, 2009, which is
being forgiven over time, the DISTRICT agrees to pay UMG the
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The:.-.i+'"'erm of this Agreement shall be Qve '5'hree (3) years
corrimencing--January-1; -29'.-'- —- -- —- ---- —;-2013;--Each--period -- ---
during the term commencing January 1 and ending the following
December 31 shall be referred to as an "Agreement Year." K'Lcr
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unamortized balance of the note as of the date of termination as
set out in Appendix E.

13
ld'D
0
ld

CO

If either gartv elects not to renew or extend the current term of the
contract, thev shall wive the other partv one hundred eizhtv (180I
davs written notice of their decision.

11.4 Upon notice of termination by DISTRICT, or the contract is not
renewed, UMG shall assist DISTRICT in assuming or transferring
operation of the Project, for a period up to ""'-.,'~) —...".".""."one
hundred eizhtv (180) davs from the date of notice of termination or
non-renewal. UMG's compensation for such services shaH be its
costs not otherwise uncured in operation of the Project. If
additional Cost is incurred by UMG at request of DISTRICT,
DISTRICT shall pay UMG such Cost within thirty (30) days receipt
of invoice.

Upon termination of this Agreement and all renewals and
extensions of it, UMG will return the Project to DISTRICT in the
same condition as it was upon the effective date of this Agreement,
ordinary wear and tear excepted. Equipment and other personal
property purchased by UMG for use in the operation or
maintenance of the Project shall remain the property of UMG upon
termination of this Agreement unless the property was directly
paid for by DISTRICT or DISTRICT specifically reimbursed UMG for
the cost incurred to'urchase the property or this Agreement
provides to the contrary. This provision is subordinated to the
terms set out in Section-2.25. ——

12. DISPUTES AND FORCE MAJEURE

12.1 In the event activities by employee groups or unions unrelated to
UMG cause a disruption in UMGs ability to perform at the Project,
DISTRICT, with UMQs assistance or UMG at its own option, may
seek appropriate injunctive court orders. During any such
disruption, UMG shaH operate the facilities on a best-efforts basis
until any such disruptions cease.

12.2 Neither party shall be liable for its failure to perform its obligations
under this Agreement if such failure is due to any Unforeseen
Circumstances.

Page 16 of 17

Both parties indicate their approval of this Agreement by their signatures
below, and each party warrants that all corporate or governmental action
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necessary to bind the parties to the terms of this Agreement has been and will
be taken.
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MOUNTAIN WATER DISTRICT

By:

Name:

Title:

Date:

UTiLITY MANAGEMENT GROUP, LLC.

By:

Name:

Title:

Date:
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DAVID C. STRATiQN
STEPHEN I HOGG
DANiEI P. STRATTON

LAW OFFICES OF
STRATTON, HOGG 89 MADDOX, P.S.C.

P.O. BOX 1530
PlKEl/ILIE. KY 01502

PHONE: (606) 437-7800
FAR f606) 937-7569

wm~.shmf sw.corn
HENRY D. STRATION (1920-1909)
F. BYRD HOGG (1922.1999)
H. EDWARD MADDONI1990.2003)

October 23, 2012

Mr. Bob Meyers
Uuliiy Management Group
287 Island Creek Road
Pikeville, Kentucky 41501
via email: bmever10'umsllc.net

RE: MWD/UMG Contract Ahnendment

Dear Bob:

Please find attached the District's proposed revisions to the UMG Contract. As you
can see, we have tried to address those issues that have been of concern to the
Board. You will note that we have left blank the amount of compensation to be paid
to UMG. We would like 1.O see if we can agree to the basic terms set forth herein, and
if we can. then sit down and work out a price.

If you have any questions concerning the changes made to this agreement, please
advise and I will walk you through them, and our rational concerning the same.

I look forward to hearing from you soon. I hope your health issue is resolving itself.

DPS/dsm
Attachments

Sincerely,
Stratton, Hogg 8; Maddox, PSC

D iel P. Stratton
email: dostrattonggsetel.rom

cc: Rhonda James via email: rbiames&a msn.corn
John Collins via email: iohnbrendacollinffibellsouth.net
Roy Sawyers via email: rsawve~amtwater.ora
Mike Spears via email: mikesoears8!Betel.corn
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Agreement For Operations,
Maintenance and Management Services

THIS AGREEMENT is entered into this day of '=-.==-„
2012, effective the 1"day of January QK4 a013 by and between:

Mountain Water District, with its principal address at 6332 Highway, P.O. Box
3157, Pikeville, Kentucky +1502 (hereinafter "DISTRICT )

AND

UTILITY MANAGEMENT GROUP LLC, with its principal address at 500 Summit
Drive, P.O. Box 663, Corbin, Kentucky 40702 (hereinafter "UMG").

WHEREAS, DISTRICT owns and provides for the operation of water,
wastewater and related treatment, collection and distiibution faciliti'es
described on Appendix B; and

WHEREAS, DISTRICT desires to employ the services of UMG in the operation,
maintenance and management of these facilities and UMG desires to perform
such services for the compensation provided far herein.

NOW, THEREFORE, in consideration of thc mutual covenants and agreements

GENERAL

1.1 Definitions of words and phrases used in this Agreement and the
attachments are contained in Appendix A.

1.2 All land, buildings, faciTities, easements, licenses, rights-of-way,
equipment and vehicles presently or hereinafter acquired or owned
by DISTRICT shall remain the exclusive property of DISTRICT
unless specUical(y provided for otherwise in this Agreement.

1.3 This Agreement shall be governed by and interpreted in accardance
with the laws of the Commonwealth of Kentucky. Venue for anv
action concernina this contract will be in the Circuit Court af Pike
Cauntv. Kentuckv.

1A Neither this Agreement, nor any of the rights or obligations
hereunder, may be assigned by UMG without the prior mitten
consent of the DISTRICT.
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1.5 AH notices shall be in writing and transmitted to the party'
address stated above. AH notices shall be deemed effectively given
when delivered, if delivered personally or by courier maH service,
i.e., Federal Express or Airborne Express, delivered after such
notice has been deposited in the United States mail pastage
prepaid, if mailed certified or registered V.S. mail, return receipt
required; or received by the party for which notice is intended if
given in any other manner.

1.6 This Agreement, inc]uding its Appendices, is the entire Agreement
between the parties. This Agreement may be modified only by
written agreement signed by both parties. Wherever used, the
terms "UMG" and 'DISTRICT" shall include the respective officers,
agents, directors, elected or appointed officials and employees and,
where appropriate, subcontractors or anyone acting on their
behalf.

1.7 If any term, provision, covenant or condition of this Agreement is
held by a court of competent jurisdiction to be invalid, void or
unenforceable, the remainder of the provisions shall remain in full
force and effect and shall in no way be affecred, impaired or
invalidated.

1.8 It is understood that the relationship of UMG to DISTRICT is that
of independent contractor and nothing in this Agreement shall
create the relationship of partnership or joint venture. The services
provided under this Agreement are of a professional nature and
shall be performed in accordance with good and accepted industry
practices for contract operators similarly situated. However, such
services shaH not be considered engineering services and nothing
herein is intended to imply that UMG is to supply professional
engineering services to DISTRICT unless specifically stated in this
Agreement to the contrary.

1.9 If any litigation is necessary to enforce the terms of this Agreement,
the prevailing party, the party determined not to be in default or in
breach of the Agreement shall be entitled to its cost and reasonable
attorney fees ivhich are directly attributed to such litigation in
addition to other relief to which it may be entitled. If bath sides are
found to have defaulted or be in breach each will pay their own
cast, and attorney fees.

1.10 Nothing in this Agreement shall be construed to create in any third
party or in favor of any third party any right(s), license(s), power(s)
or privilege(s).
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~1.1 This aarecmcnt sets forth the entire agreement between the oarties
and fuliv suoersedes all orior and/or verbal agreements or
understanding between thc oarties which oertain to the subiect
matter hereof.

~1.1 This agreement mav be executed in two or more counteroarts each
of which shall be deemed an orisinal. but all of which together
shall constitute one in the same documents.

2.1 UMG's SERVICES - GENERAL

2 I UMG will staff the Project with employees who have met
appropriate licensing and certification requirements of the
Commonwealth of Kentucky. UMG warrants that it will maintain
the necessary licensed and cerdfied personnel as may be required
by the Commonwealth of Kentucky for operation of the Project.

2.2 UMG shall provide ongoing training and education for appropriate
personnel in all necessaiy areas of modem water and/or
wastcwatcr process control, operations, maintenance, safety, and
supervisory skills.

2.3 UMG shall develop and/or supply and utilize computerized
programs for maintenance, process monitoring and financial
control. In the event this agreement is terminated for any reason,
UMG shall provide the DISTRICT within thirty (30) days of notice
all computerized programs, codes, records. macs. instruction
manuals, and any other items necessaiy for DISTRICT to execute a
complete transfer of their records and the operating systems
necessary to access and maintain the same.

2.4 Within forty-five (45) days after the Commencement Date, UMG
will provide a physical inventory of DISTRICTS vehicles, and
equipment and tools in use at the Project and a general statement
as to the condition of each vehicle or piece of equipment. In the
event this Agreement is terminated for any reason, UMG will
provide to the DISTRICT, a physical inventory of DISTRICT S
vehicles and equipment, and a general statement as to the
condition of each vehicle and piece of equipment within ninety (90)
days of the end of the contract. If UMG fails to do so. then the
DISTRICT mav take its own inventorv and offset the cost against
anv funds due UMG,
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2.S Within forty five (45) days after the Commencement Date, UMG «M
provide DISTRICT with a physical inventory of chemicals and other
consumables on hand when UMG begins services under this
Agreement. Such chemicals and consumables will be made
available to UMG in connection vdth its performance under this
Agreement. UMG will provide DISTRICT with the same quantity of
chemicals or equivalent upon termination of this Agreement. If
VMG fails to do so. then the DISTRICT mav take its own inventorv
and offset the cost against anv funds due UMG.

2.6 UMG shall be responsible for maintaining all manufacturers
warranties on new equipment purchased by DISTRICT and shall
assist DISTRICT in enforcing existing equipment warranties and
guarantees. UMG shall keen a record of all such warranties and
orovide the DISTRICT an uodated coov of the same on a monthlv
basis.

2.7 On or before October 1e of each vear VMG shall provide the
DISTRICT an annual schedule for oreventive maintenance. alone
with an estiinated budget for the DISTRICT owned eouinment with

Thev shall reoort to the DISTRICT on a monthlv
basis what ghat preventive maintenance is being performed on
DISTRICTS owned equipment in accordance «4th manufacturer's
recommendations at intervals and in sufficient detail as may be
feasibility determined by the DISTRICT. Such a maintenance
program shall include documentation of corrective and preventive
maintenance.

UMG shall operate, maintain and/or monitor tbe Project on a 24
hour per day, seven-day per week schedule.

2.9 Visits may be made at a reasonable time by DISTRICT'S employees
board members or designated DISTRICT's representative UMG
shall orovide Kkeys for the Project shag-be-~revided to the
DISTRICT'S Administrator. "= U1IC .'== =uch -: = =-. AII visitors to
the Project shall comply with UMGs operating and safety
procedul es.

2.10 UMG shall provide a 24 hour/day 7 days per week customer
service phone number.

2.11 UMG will implement and maintain an employee safety prograin in
compliance with applicable laws, rules and regulations and make
recommendations to DISTRICT regarding the need, if any, for
DISTRICT to rehabilitate, expand or modify the Project to comply
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with governmental safety regulations applicable to UMGs
operations hereunder and with federal regulations promulgated
pursuant to the Americans With Disability Act ("ADA").

2.12 UMG may modify the process and/or facilities to achieve the
objectives of this Agreement; provided, however, no modification
shall be made without DISTRICTS prior written approvaL

2.13 In any emergency affecting the safety of persons or property, UMG
may act without vvitten amendmerit or change order, at UMGs
discretion, to prevent threatened damage, injury or loss. UMG shall
be compensated by DISTRICT for any such emergency work
notwithstanding the lack of a written amendment. Such
compensation shall include UMGs reasonable costs for the
emergency. Such cost and the basis for which they were incurred
shall be detailed to the Board in any request for additional
compensation.

2.14 As required by Iaw, permit or court order, VMG is% prepare plant
performance reports and submit them to DISTRICT for signature
and transmittal to appropriate authorities on a timely basis.

2.15 UMG will provide laboratory testing and sampling presently
required by plant performance portions of the NPDES permit, the
Clean Water Act, the Safe Drinking Water Act, and/or any federal,
state or local rules and regulations, statutes or ordinances, permit
or license requirements or judicial and regulatory orders and
decrees.

2 16 UMG will provide for the collection, hauling and disposal of solid
waste, screening, grit, sludge and scum ("Waste" ) to DISTRICTS
existing or approved disposal sites. It shall be the sole right and
responsibility of DISTRICT to designate, approve or select disposal
sites to be used by VMG for DISTRICTS Waste. All Waste and/or
byproduct treated and/or generated during UMGs perlormance of
services is not and i'd% not be considered property of UMG.

2.17 UMG shall provide all the administrative and financial functions
necessary to effectively operate the business a)fairs of the
DISTRICT, except as designated by the DISTRICT. UMG shall
submit a inonthly reporr. to the DISTRICT that illustrates in
summary, how much of the current month and year to date
invoices submitted by UMG to the DISTRICT, are related to water
services and how much are related to waste water services. The
summarv shall also reoort the direct oneratina costs for water
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services and waste water services on a manthlv and veer to date
basis.

2.18 UMG shall consult with the DISTRICTS Commissioners prior to
replacement of the Project Manager.

2.19 UMG shall comply with all of the DISTRICT's policies and
procedures in operating the DISTRICT, and UMG's Project Manager
shall certify monthly to the DISTRICT's Board that all operations
and activities under their control have been in compliance with the
Board's policies and procedures.

UMG shall submit to the DISTRICT monthly, all reports of project
activities in accordance with the DISTRICTs policies and form'ats.

2.20 UMG shall provide for monthly meter reading and billing. All
mnounts billed and received on behalf of DISTRICT are the
property of DISTRICT and shall be promptly deposited into a bank
account designated by the DISTRICT. Customer Service offices
shall be maintained at lacations approved by the DISTRICT.

2,21 UMG shall provide its reasonable business effarts in controlling
unaccounted for water loss. A monthly report of system accounted
for/unaccounted for water loss shall be submitted to the
DISTRICT,

2.22 UMG shall comply «rith all applicable federal, state and local laws,
regulations and rules as they may be applicable to the operation of
the DISTRICT's water and waste water systems and the DISTRICT's
operations.

2.23 UMG will seek sources of government grants and loans for
consideration by the DISTRICT. The DISTRICT must approve in
advance all application for such funding.

2.24 To protect the DISTRICT and allow for continuity of service UMG
will post a surety bond or other surety in the amaunt of
$1,000,000 to ensure faithful performance of its contract
obligations. Such surety shall be released upon termination of this
Agreement and compliance by UMG with its obligations hereunder.

2.25 Notwithstanding anything herein to the contrary UMG agrees to
replace the DISTRICT's capital assets that are not an integral part
of the DISTRICT's water/sewer production, treatment, and
distribution and/or collection systems. If UMG determines that
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replacement of capital assets is not essential for their continuing
performance under this agreement, they shall notify the DISTRICT
that they do not wish to replace an asset, with an explanation as to
why. If the DISTRICT agrees, the asset will be removed from the
DISTRICT's asset list. If the DISTRICT does not agree, UMG will be
required to replace the asset. VMG shall submit to the DISTRICT
at the November DISTRICT meeting a capital budget request for
the next calendar year for approval by the DISTRICT. UMG may
make subsequent request for a capital asset by petitioning the
DISTR!CT.

For those capital assets that cost less than $ 1,500, UMG will
purchase and pay for the same. For those that cost more than
$1,500, they may also be purchased and paid for by UMG or at
UMG's option may be financed in the DISTRICT's name, subject.to
prior approval by the DISTRICT, and all such loan payments shall
be made by UMG as long as this contract remains in effect. At
the end of the contract term, or upon early termination, if there are
any outstanding loans that have been approved by the DISTRICT,
which are due and owing, the DISTRICT agrees to pay the balanceaf the same.

All assets acquired under this paragraph, except as hereinafter
provided, will be titled in the DISTRICT's name. Any capital assets
that. UMG acquires, at its discretion, that is not replacements of
the DISTRICT's assets, and/or which are not solely dedicated for
use at the DISTRICT's project, shall be titled in the name of UMG
and paid for by UMG.

Notadthstandine the above. anv individual tool ourchased for
UMG's use in the ooeration of the DISTRICT that cost more than$250 shall be caid for bv the DISTRICT and chsraed to its reoair
and maintenance budaet. Anv tool nurchased for UMG's use in
the ooeration of the DISTRICT that cost less than $250 shall be
naid for bv UMG. All such tools shall be the araaertv af the
DISTRICT.

2.26 Routine repair and maintenance of any real property utilized byUMG in the performance oi'ts duties under this contract will be
done and paid for by UMG. If such improvements require
financing, it will be dane pursuant to the capital acquisition
procedure outline above. This excludes any major renovanon ar
expansion directed by the DISTRICT, which violl be paid by the
DISTRICT.
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2. 7 UMG will submit to the DISTRICT bv no later than October 1«of
each vear. a reoair and maintenance budget and caoital budaet forthe next fiscal vear. It shall include anv item alreadv undercontract. but not vet naid. The RikM Budset shall include an
allowance for anv unforeseen reoairs based on the DISTRICT's
actual exoerience for such items over the last three 131 vears.

2.28 All reoairs and maintenance exoenditures shall be aooroved inadvance bv the DISTRICT's Administrator. unless an emeraencv
situation exist. Anv emersencv situation will be reoorted to the
Administrator or Chairoerson within twentv-four (24'I hours ofnonce of'he situation. All reouests mll be suooorted bv a workorder. All reoair and maintenance exoenditures over S
shall be aooroved bv the Board in advance of the exoenditure.
unless an emereencv. UMG shall submit a monthlv accountine tothe DISTRICT detailina all reoair and maintenance exoenditures.
includins a brief exolanation of the work done and whv it wasnecessarv.

2.29 All ourchases made bv UMG usina the DISTRICT's TaxIdentification Number shall onlv be for those items utilized in theoperation of the DISTRICT. VMG shall not co-minele. store or havedegvered. oarts. materials. chemicals or suoolies used for anvother customer on the DISTRICT's Dl'ooertv. nor mill theDISTRICT's oarts. materials. chemicals and suoolies be stored onanv other customer's orooertv without the exoressed orior writtenconsent of the DISTRICT.

UMG'S SCOPE OF SERVICES - WASTEWATER

3.1 This Article shall apply to UMGs operations, maintenance and
management services for the DISTRICTS wastewater systems.

3.2 Within the design capacity and capabilities of the Waste Treatment
Plant(s) described in Appendix B, UMG will manage, operate andmaintain the Plant(s) so that eIIIuent discharged from the Plant(s)outfalls meets the requirements specified in Appendix C-l.

3.3 VMG will perform all Main(.enance and Repairs for the Project, andsubmit a monthly accounting to DISTRICT detailing allexpenditures incurred, along with a brief explanation of the workdone and why it was necessaiy

3.4 UMG will pay all Costs incurred in normal wastewater utilityoperations. Any cost determined to be abnormal, for which
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additional compensation is sought, shall be submitted to the
DISTRICT for approval along with an explanation of why it was
determined to be abnormal.

4. UMG'S SCOPE OF SERVICES - WATER

4.l This Article shall apply to UMGs operations, maintenance and
management services for the DISTRICTS drinking water treatment
system.

4.2 Within the design capacity and capabilities of the Water Treatment
Plant(s) described in Appendix B, UMG will manage, operate and
maintain the Plant(s) so that water produced from the Plant(s)
meets the requirements speciged in Appendix C-2.

4.3 VMG shall operate the water treatment plant(s), pump station(s),
and provide for all laboratory testing requirements.

I ILI/ ~ I A II LI 0 4 D rO tl D4-.4 IaLI.. ----..—:--i nIVTDInTJ 'D

4.5 UMG vdll pay all Costs incurred in normal Water operations Any
cost determined to be abnormal, for which additional
compensation is sought, will be submitted to the DISTRICT for
approval along with an explanation of why it was determined to be
abnormal.

I ~
' IP 'll A 11 I A . I' I 4 aI' I,L Ii lLJ 11 1 I I1IDTDI/IT J + 111 11

~ ' I 'L L ' I '' -Ir J Ll
v'MCs

SCOPE OF SERVICES - WASTEWATER COLLECTION SYSTEM
AND WATER DISTRIBUTION SYSTEM

5.1 This Ardcle shall apply to UMGs services for the DISTRICTS
wastewater collection system and potable water distribution
system.

5.2 The scope of VMGs services for the Maintenance and Repair of the
collection system and the distribution system are set forth in
Appendices C-3 and C-4, respectively.

5.3 UMG shall provide for all daily operation and maintenance
functions such as hne Repairs, customer connections, line and
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tank maintenance, meter replacement, leak detection, line
Gushing, valve exercise, system inspection, line locanons, and
emergency call-outs, etc.

DISTRICTS DUTIES

6.1 The DISTRICT shall fund all necessary Capital Expenditures,
except as otherwise provided herein. Such funding shall be
provided either (i) in advance from the DISTRICT to VMG if the
DISTRICT requests that UMG contract I'or such Capital
Expenditure or (ii) the DISTRICT shall contract for such Capital
Expenditure directly. Priorities shall be given to safety and the ADA
related expenses described in Section 2.12. Any loss, damage, or
injury resulting from the DISTRICTS failure to provide capital as
reasonably required by UMG shall be the sole responsibility of the
DISTRICT provided that UMG has timely notified the DISTRICT of
the need far the capital expenditure and has provided sufficient
lead time for acquisition and utilization of the same. Otherwise any
such loss damage or injuiy shall be the sole responsibility of UMG.

6.2 The DISTRICT shall keep in force all Project warranties.
guarantees, easements and licenses that have been granted to
DISTRICT and are not transferred to UMG under this Agreement.
UMG shall keep in force all Project warranties, guarantees,
easements and license transferred to them under this Agreement.

6.3 The DISTRICT shall pay all ad valorem, property, franchise,
occupational and disposal taxes, or other taxes associated with thc
Project other than taxes imposed upon UMGs nei. income and/or
payroll taxes for UMG employees.

In the event UMG is required to pay any sales tax or use taxes on
thc value of the services provided by UMG hereunder such
payments shall be reimbursed by the DISTRICT unless the
DISTRICT furnishes a valid and properly executed exeinption
certificate relieving the DISTRICT and UMG of the obligation for
such taxes. Any items purchased by the DISTRICT ta save sales
tax for a purchase UMG is required to make on behalf of the
DISTRICT, shall bc reimbursed by UMG iidthin fifteen (15) days
from the date of invoice to UMG. UMG shall make all such
invoices on behalf of the DISTRICT ta UMG on the next business
date after the DISTRICT has made any purchase referenced above.

6.4 The DISTRICT shall provide UMG with full use of any and all
pieces of DISTRICTS heavy equipment that are available so that
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UMG may discharge its obligations under this Agreement in the
most cost-effective manner.

6.5 DISTRICT shall provide all registration and licenses for DISTRICT'S
vehicles used in connection with the Project.

6.6 DISTRICT shall provide for UMGs exclusive use of all vehicles and
equipment presently in full time use at the Project except as may
be otherwise designated from time to time by Agreement.

6.7 DISTRICT shall provide for UMG access to all easements, right-of-
ways, and access to discharge UMGs obligation under this
Agrccment.

6.8 The DISTRICT may hire an Administrator ta assist the DISTRICT in
the oversight of its operations and business affairs. The
Administrator's office shall be located in the DISTRICT
headquarters and the Administrator shall have full access to all of
the DISTRICT's operating and fmancial records.

UMG agrees to provide administrative assistance to the
Administrator, which shall not exceed fifteen (15) hours per week.

6.9 DISTRICT shall promptly review and consider any request by UMG
for any additional Capital Expenditures or Costs incurred by UMG.

6.10 The DISTRICT will be responsible for the purchase of all capital
assets (additions and replacements) that are an integral part of the
DISTRICT's Water/Sewer production, treatment, distribution
and/or collection systems.

COMPENSATION

7.1 UMGs compensation under this Agreement shall consist of an
Annual Fee as set forth herein. The Annual Fee for +".= Iieet
A AT,L L L 11 1 t TL 2 g I Ilftl 1~ ef ~ ' ITTTA J I ~nnlt 1 ...1nnte L -" L n-

I I J I Itnnt n L D I — IAv c~n nnn Ia enr- nnn — ILL I each year OfI ) \ JI~

this agreement shall be g (0 monthly) .
e4ereiaafter-"=: = '.. The annual fee mav bc ad)usted

from time to time as aereed uoan bv the oarties.
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7.2 On or before Aoril 1«of each veer. UMG shall orovide the
DISTRICT a detailed financial reoort of its costs to ooerate the
DISTRICT. Such reoort shall also allocate exoenses between water
and sewer ooerations.

7.3 In the event the DISTRICT should make application to PSC for a
rate increase in any of its services, UMG agrees to provide the
DISTRICT a copy of any and all necessary information required by
the PSC for such application.

If the DISTRICT elects to verify any information which is required
by the PSC, or to conduct rate study, UMG agrees to allow the
DISTRICT's duly authorized agents access to its records to verify
the information provided by VMG.
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7.64 Any additional expenses, reasonably incurred by UMG, including
overtime wages as a result of severe weather, a natural disaster or
other unplanned events outside of the normal course of operations,
will be invoiced by UMG to the DISTRICT for reimbursements in
accordance with Section 8.2.

Any additional expense, reasonably incurred by UMG as set forth
in the above paragraph, for which the DISTRICT is eligible for
reimbursement by a third party (i.e., FEMA), UMG agrees to defer
payment from the DISTRICT for such expenses until the DISTRICT
receives approval for reimbursement from the third party.

The DISTRICT agrees to pay UMG interest on any expenses paid by
UMG described in the above paragraph at the then prime rate of
interest charged by Community Trust Bank of pikeville, Kentucky.
Interest would start to accrue six months ai'ter the third party has
approved the DISTRICT's application for reimbursement and run
on the outstanding balance until paid in fulL Approval shall be
defined as that date when the third party accepts the DISTRICT's
application for reimbursement. If they DISTRICT's application
does not receive final approval, or final approval is delayed due to
UMG's failure to properly process the application or the
information therein correctly, then the time table for starting the
accrual of interest will not start until the necessaiy corrections are
approved.

PAYMENT OF COMPENSATION

8.1 One twenty-fourth (I/24) of the Annual Fee for each Agreement
Year shall be due and payable on the 1«and the 15~ of each
month during such Agreement Year for service provided in
accordance to Ardcles 7.1 "=" .. of this Agreement.

8.2 All other compensation to UMG is due upon receipt of'MGs
invoice and payable within ~".ccn ',lg) thirty (30) days, except as
provided in Article 7.6. Any and all request for additional
compensation will bc supported by a detailed cost analysis
evidenced by appropriate invoices to be attached to the request.
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8.3 DISTRICT shall pay interest at an annual rate equal to the
DISTRICTS designated financial institution's prime rate on
payinents not paid and received by UMG within thirty (30) calendar
days of the due date, such interest being calculaied from the due
date of the payment. In the event the charges hereunder might
exceed any limitation provided by law, such charges shall be
reduced to the highest rate or amount within such limitation.

9. SCOPE CHANGES

9.1 A Change in Scope of services shall occur when and as VMGs
Costs of providing services under this Agreement significantly
change as a result of one of the folloamg:

9.1.1 Any change in Project operations. personnel qualifications
or staf ling or other cost which is mandated or othersdse
required, by a change in law, rule or regulation or an action
or forbearance of any governmental body having
jurisdiction to order, dictate or require such change.

9.12 The DISTRICT'S request of UMG and UMGs consent to
provide additional services beyond what is provided in this
agreement and routine gravid of current services.

9.2 For Changes in Scope described in Sections 9.1.1and 9.1 2, the
Annual Fee shall be increased (or decreasedj in an amount equal to
UMGs additional (or reduced) Cost associated with the Change in
Scope.

10. INDEMNITY AND LIABILITY INSURANCE

10.1 UMG agrees to indemnify and hold DISTRICT harmless against any
and all claims, suits, actions, deeds, damages, cost, charge and
expenses, including court cost and reasonable attorney fees, and
against all liability, losses and damage of any nature whatever that
DISTRICT shall or may at any time sustain arising from the
operation of this Agreement other than those arising from the
DISTRICTS negligence or willful misconduct.

10.2 DISTRICT agrees to indemnify and hold UMG harmless against any
and all claims, suits, actions, deeds, damages, cost, charge and
expenses, including court cost and reasonable attorney lees, and
against all liabiTity, losses and damage of any nature whatever that
UMG shall or may at any time sustain as a result of DISTRICTS
negligence or willful misconduct
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10.3 UMG shall be liable for those fines or civil penalties imposed by a
regulatory ar enforcement agency for violations occurring an orafter the Commencement Date, of the effluent quality requiremehts
provided for in Appendices C-I and C-2 that are a result of UMGs
negligence. DISTRICT will assist UMG in contesting any such fines
in administrative proceedings and/or in court prior to any
payment by UMG. UMG shall pay the cost of any such contest.

I0.4 UMG shall be liable for all fmes or civil penalties imposed by anyregulatory or enforcement agencies on DISTRICT and/or UMG thatare not a result of DISTRICTS negligence ar are otherwise direcdyrelated to the operation af the project and shall indemnify and hold
DISTRICT harmless from the payment of any such fines and/orpenalties.

10.5 Indemnity agreements provided for in this Agreement shall survivethe termination of the Agreement.

10.6 Each party shall obtain and maintain insurance coverage of a typeand in the amounts described in Appendix E Each party shall
provide the other party with satisfactory proof of insurance.

11. TERM. TERMINATION AND DEFAULT

11.1 The iriigal term of this Agreement shall be gve-fg) three (3) yearscommencing January I, RR4 , 2013. Each periodduring the term commencing January 1 and ending the followingDecember 31 shall be referred ta as an "Agreement Year." EitherL o L u L> 'wl ~ ' tlJ '
D t '

Agree .. b==-d
ter....:..

11.2 A party may terminate this Agreement only for a material breach ofthe Agreement by the other party. exec-I a~.".'dcd I" =" 'sa44-.k only after giving written notice af brcach; and, only after
aliowdng the other party thirty (30) days to cure or commencetaking reasonable steps to cure the breach.

11.3 In the event this agreement is terminated by the DISTRICT prior tothe DISTRICT's payoff of UMG'S loan dated April 1, 2009, which isbeing forgiven over time, the DISTRICT agrees to pay UMG the
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unamordzed balance of the note as of the date of termination asset out in Appendix E.

If either oartv elects not to renew or extend the current term of the
contract. thev shall mve the other oartv one hundred eiahtv (180i
davs written notice of their decision.

11.4 Upon notice of termination by DISTRICT, or the contract is not
renewed, UMG shall assist DISTRICT in assuming or transferring
operation of the Project, for a period up to cix I5,'enthe one
hundred eiahtv (1801 davs from the date of notice of termination or
non-renewal. UMG's compensation for such services shall be itscosts not otherwdse uncured in operation of the Project. If
additional Cost is incurred by UMG at request of DISTRICT,
DISTRICT shall pay UMG such Cost within thirty (30) days receipt
of invoice.

11.5 Upon termination of this Agreement and all renewals and
extensions of it, UMG will return the Project to DISTRICT in the
same condition as it was upon the effective date of this Agreement,
ordinary wear and tear excepted. Equipment and other personal
property purchased by UMG for use in the operation ormaintenance of the Project shall remain the property of UMG upontermination of this Agreement unless the property was directly
paid for by DISTRICT or DISTRICT specifically reimbursed UMG forthe cost incurred to purchase the property or this Agreement
provides to the contrary. This provision is subordinated to theterms set out in Section 2.25.

12. DISPUTES AND FORCE MAJEURE

12.1 In the event activities by employee groups or unions unrelated to
UMG cause a disruption in UMGs ability to perform at the Project,DISTRICT, with UMGs assistance or UMG at its own option, mayseek appropriate injunctive court orders. During any suchdisruption, VMG shall operate the facilities on a best-efforts basisuntil any such disruptions cease.

12.2 Neither party shall be liable for its failure to perform its obligationsunder this Agreement if such failure is due to any UnforeseenCircumstances.

Both parties indicate their approval of this Agreement by their signaturesbelow, and each party warrants that all corporate or governmental action
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necessary to bind the parties to the terms of this Agreement has been and will
be taken.

MOUNTAIN WATER DISTRICT

By:

Title:

Date:

UTILITY lNANAGEMENT GROUP, LLC.

By:

Name:

Title:

Date:
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DAVID C. STRATTON
STEPHEN L HOGG
DANIEL P. STRATTON

LAW OFFICES OF
STRATTON, HOGG 89 MADDOX, P.S.C.

P.O. BOX 1530
PIKEVILLE, KY 41502

PHONE: (606) 437-7800
FAX: (606) 437-7569

www.shmlaw.corn
HENRY D. STRATION 11925-19891
F. SYRD HGGG 11922-1999I
H. EDWARD MADDOXI 1946-20031

January 8, 2013

Rhonda James, Chairperson
Mountain Water District
146 Main Street
Pikeville, Kentucky 41501
uia email: rbiames6Caasn.corn

Roy Sawyers, Administrator
Mountain Water District
Post Office Box 3156
Pikeville, Kentucky 41502
uia email: rsatuversCamtiuater.ora

Lester "John" Collins, Secretary
Mountain Water District
3979 Raccoon Creek Road
Raccoon, Kentucky 41557
uia email: iohnbrendacollinC0!bellsavtILnet

Rei MWD/UMG Contract Amendment

Dear Folks:

Please find attached a copy of the proposed changes to the MWD/UMG Contract
Amendment that was forwarded to UMG in October of last year. Pursuant to
requests from Greg May, Mike and I met with Greg, Bob and Grondall on Monday,
January 7~ to get their responses to the proposed changes. I have attached a
memorandum of my notes from the meeting, noting item per item their agreementor issues with the proposed changes. After you have had an opportunity to reviewthe same, Mike and I are requesting that we set up a meeting to discuss and
review our next steps.

lf you have any questions prior to then, please feel free to call.

DPS/dsm
Attachment

Sincerely,
Stratton, Hogg 86 Maddox, PSC

g~
Daniel P. Stratton
email: dostrattontRsetei.corn

cci Mike Spears uia emaiL'ikesoearsCaaseteL corn
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MerraO

TO UMG Contract File
FROM Dan

DATE January 7, 2013
REGARDING: MWD/UMG Contract Amendment

At the request of Greg May, Mike Spears and I met with Greg, Bob and
Grondall, to review UMG's response to our proposal sent to them on October
23, 2012. Roy Sawyers was unable to join us for this meeting.

We did an item by item review, and the following are the comments and
positions of UMG concerning the proposed changes:

1.3 UMG opposes designating Pike Circuit Court as the venue,
even though they think that is where it would occur.

Greg did not understand this provision, and would not agree
to it, unless we address the addendum dated January 20,
2011,which addressed past due money due to them for extra
work. We can make that exception.

1.12 Greg did not understand this, but agreed to it.

2.3 UMG agreed to put in maps, but noted that we would need to
provide that MWD would have to apply for, and pay for, any
software licenses required.

2.4 Ba 2.5 Greg stated that the inventories have been done, He would
like that deleted, but we asked to see copies of the
inventories.
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2.6 Greg states that MWD has copies of inventories in their files.
Need to delete "monthly basis".

2.7 Greg has agreed, but states that it is already done, though he
will try to do a more detailed report. He said that close to
ninety percent (90%) of our repair 8 maintenance is
reactionary to problems that arise, and as a result, they do
not have the resources to do planned maintenance. It is his
plan to set up a schedule each year, and designate, priority
I, 2 and 3 level maintenance, and cover priority I until the
funding runs out, and then start on priority 2 as funding is
available, and so forth and so on. He states that we do not
understand the magnitude of our situation. We
acknowledged that we do not understand the amount of
unscheduled maintenance that takes place, and that is what
is causing the budget deficit in the RKM.

2.9 Agreed, provided that we sign for the key. Roy now has a key.

2.17 He wants to change the original language, which provides:

"UMG shall provide all the administrative and
financial functions necessary to effectively
operate the business affairs of the DISTRICT,
except as designated by the DISTRICT."

They want to change that language to:

"UMG will provide administrative and support
necessary for the DISTRICT to effectively
operate its business affairs."

This leaves any gap for this work in the District's hands as
opposed to UMG's hands. Now that MWD has Roy and Carrie
on board, this may not be an issue, but it is something that
we need to review carefully. They have an issue with our
proposed additional language concerning their report on
direct operating cost for water and waste water services on a-
monthly basis, and year to date basis. They want to apply a
percentage cost allocation for the operation of the District to
water and to sewer by major cost items. This is a section that
will need to be redrafted and adjusted.
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2.27, 2.28
and 2.29

They had a serious objection to these sections as they do not
want any prior approval for their work, saying that it would
make it impossible for them to do what is necessary, and they
stated it was a lack of belief and trust that they are handling
the matters properly. As to 2.27, that is okay, and they think
they can do that. As to 2.29, they understood why we were
requesting it, and they say that is what they do now. As to
2.28, this section needs to be reviewed in light of how we
want to address the R lk M Budget. We explained to them
that we need to get control over the expenses, and this wasa way to do so. They did not have another suggestion, per
say, other than coordinating the repair and maintenance
through an annual plan as referenced above. We told them
that we would re-examine this issue, The other issue that we
had here was the need to get quotes because we are required
to get quotes for certain sized projects, and we needed to be
insured that they are doing that in that they were buying in
our name, and using our tax ID number.

4.6 This section will remain. I think it is their concern that we
would contract out repair and maintenance to third parties,
though it was not stated speciiically at the meeting.

Section 7 Greg stated categorically that he would not agree to a fixed
cost contract, unless there was some provision for
adjustment in the event that we could not agree to the same.
His recommendation is the CPI Index. We discussed this at
length and explained to him that our PSC counsel has told us
that it is not a viable option for the PSC as they will not agree
to CPI adjustments. Greg fails to understand why because he
has a number of agreements of that nature with cities and
other entities.

We discussed a number of options, including a margin over
his costs, and the pros and cons with that. He made a big to-
do over Kentucky Water in Lexington getting a twelve percent
(12~/o) rate of return, which included all of their costs. I told
him that it also included all the risk of capital maintenance,
and he is under the belief that they get twelve percent (12'!0)
over whatever their costs are, which would include
maintenance. I am to check with Jack Hughes on that
specific issue.
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In the end, we shared with them that it is our belief that they
are paid to inuch, and we understand that they believe that
they are not paid enough, and that is the issue that exists
between any buyer and seller.

7.2 Agreed.

7.3 Greg said he would only give limited access to the PSC to his
files to verify costs. We do not know what liinited means.

8.2 He wants to keep it fifteen (15) days instead of thirty (30),
noting that there had not been a problem before.

11.1 He believes it should be a five (5) year contract. I explained
to him that the three (3)years was to his benefit based on the
proposed pricing structure, but that we would work with him
to set the term to appropriately reflect our agreement in
regard to the pricing structure for the contract.

11.3R 11.4 He wanted the hundred and eighty (180) days changed back
to the six (6) months. I told him that we were just trying to
be more precise. He did not want to do that.

We concluded the meeting, and told him that we would get back with theBoard and get their feedback in regard to their responses.
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DAVID C. STRATI'ON
STEPHEN L HOGG
DANIEL P. STRATION

LAW OFFICES OF
STRATTON, HOGG 89 MADDOK, P.S.C.

P.O. BOX 1530
PIKEVILLE, KY 41502

PHONE: (606) 437-7800
FAX: (606) 437-7569

www.shmlaw.corn
HENRY D. STRATI'ON (1925-1989)
F. BYRD HOGG (1922-1999)
H. EDWARD MADDOX(1996-2003)

February 26, 2013

Rhonda James, Chairperson
Mountain Water District
146 Main Street
Pikeville, Kentucky 41501
via email: rbiames6(Rmsn.corn

Lester "John" Collins, Secretaiy
Mountain Water District
3979 Raccoon Creek Road
Raccoon, Kentucky 41557
via email: iohnbrendacol(in(abellsout)L net

Roy Sawyers, Administrator
Mountain Water District
Post Office Box 3156
Pikeville, Kentucky 41502
via emaiL rsau)vers(oYnttuater.org

Michael R. Spears, CPA, PSC
Post Office Box 1270
Prestonsburg, Kentucky 41653
Via email: mikesoears(aseteL corn

Ret MWD/UMG Contract Amendment

Dear Folks:

Please find attached a revised draft of the MWD/UMG Contract Amendment,
incorporating those changes that we agreed upon in our meeting of February 21".
I have also attached a proposed draft letter for Mike to review with Greg, denotingthe changes that we have agreed to, and our compromised language that weproposed in certain sections. If you have any additions or corrections, pleaseadvise.

I would note that Section 11 in our current agreement provides:

"Either party shall have the right, without cause, to terminate thisagreement at the end of the third agreement year. Notice of
termination shall be given in writing no less than one hundred twentydays in advance of the effective date of termination."

The current contract was effective January 1, 2011. Accordingly, if we were toterminate this agreement under this provision, we would be required to give themnotice of the same no later than September 1~ 2013.
Ifyou have any questions, please feel free to calL

Sincerely,
Stratton, Hogg 8r. Maddox, PSC

(J4J
Dan(el P. Stratton
email: dpstratton&o.setel.corn

DPS/dsm
Attachment
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MEMO
TO UtiHty Management Group, LLC
FROM Daniel P. Stratton, Esq.
DATE February 26, 2013
REGARDING: MWD / UMG

CONTRACT AMENDMENT

Mountain Water District's Committee for the UMG Contract has met and
reviewed your response to our proposed amendments. The following is an
item by item review of the District's responses to UMG's comments.

1.3 The District will agree to a venue in Johnson County if Pike
County is not acceptable.

1.11 This provision will remain, but we will add that the District will
remain liable for any debt due UMG.

1.12 Both sides have agreed to this language.

2.3 UMG has agreed to the amendment of maps, and the District
has agreed to apply and pay for any software licence required at
the time.



',puels:Al»eno guud ieio>etutuoG:ssaad A'ends!GBggs:ao!gp ogetuolny:aq 'inelaG:adlai eipeyg t tpg t gpt pt pg loG n»1 -ef ol uoueiis - >suey gl.-golgi Q ailuaGqiog xogs,
/

2.4 8g

2.5 The inventories have been completed, but this section would
remain as it will impact future inventories as the contract is
renewed.

2.6 MWD has agreed to delete "on a monthly basis".

2.7 The parties have agreed to the amended language.

2.9 The District has agreed that the Administrator will sign a receipt
for all keys received.

2.17 The District cannot agree to the proposed changes by UMG and
wishes to retain the original language as amended.

2278a
2.28 The District agrees that UMG will not have to seek prior

approval of any repair and maintenance expenditures by the
Administrator or by the Board, unless and until such
expenditures exceed the monthly RggM Budget, after which UMG
will seek approval of the Administrator, unless an emergency
exist. The remaining provisions of 2.27 and 2.28 will otherwise
remain.

2.29 The District cannot agree to the removal of this provision.
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44K
4.6 These sections will remain in the agreement as is.

Section 7 The provisions for compensation as set forth in Section 7 of the
agreement have yet to be deterznined, however, MWD must have
a fixed price for a set term to be agreed upon between the
parties. If the parties cannot agree upon a price and a fixed

term, then the District's proposal is to request that the PSC set
the rate increase.

7.2 The District wants to keep this change.

8.2 The District agrees to maintain the original fifteen (15) day
provision.

11.1 The term of the agreement will be based upon the pricing
structure which has yet to be determined.

11.3Br,

11.4 The District agrees to use the term six (6) month instead of one
hundred eighty (180) days as proposed.

PQgc 3
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Agreement For Operatinns,
Maintenance and Management Services

THIS AGREEMENT is entered into this day of , QQI-I
2013, effective the I" day of J=-: "=„- ~ 2013, by and
between:

Mountain Water District, with its principal address at 6332 Highway, P.O. Box
3157, Pikeville, l<entucky 41502 (hereinafter'DISTRICT" )

AND

UTILITY MANAGEMENT GROUP LLC, with its p'rincipal address at 500 Summit
Drive, P.O. Box 663, Corbin, Kentucky 40702 (hereinafter "UMG").

WHEREAS, DISTRICT owns and provides for the operation of water,
wastewater and related treatment, -c'ollection and. -distribution facilities
described on Appendix B; and

WHEREAS, DISTRICT desires to employ the'ervices of UMG in the operation,
maintenance and management of th'ese facilities'and UMG desires to perform
such services for the compensation provid'ed for herein.

NOW, THEREFORE, in consideration of the mutual covenants and agreements

GENERAL

1.1 Definitions of words arid. phrases used in this Agreement and the
attachments'ar'e contained in Appendix A.

1.2 All land, buildirigs, facilities, easements, licenses, rights-of-way,='. equipment and vehicles presently or hereinafter acquired or owned..by DISTRICT shall remain the exclusive property ol'ISTRICT
unless specifically provided for otherwise in this Agreement.

1.3 This "Agreement shall be governed by and interpreted in accordance
with the''laws of;,the Commonwealth of Kentucky. Venue for anv
action conc'einina this contract will be in the Circuit Court of
Johnson Countv. Kentuckv.

1.4 Neither this Agreement, nor any of the rights or obligations
hereunder, may be assigned by UMG without the prior written
consent of the DISTRICT.

Page 1 af 17
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1 .5 All notices shall be in writing and transmitted to the party'
address stated above. All notices shall be deemed effectively givenwhen delivered, if delivered personally or by courier mail service,i.e., Federal Express or Airborne Express, delivered after suchnotice has been deposited in the United States mail postage
prepaid, if mailed certified or registered U.S. mail, return receipt
required; or received by the party for which notice is intended if
given in any other manner.

1.6 This Agreement, including its.Appendices, is the entire Agreement
between the parties. This Agreeme'nt may be, modified only bywritten agreement signed -by both- parties. 'Wher'ever used, the
terms UMG" and 'DISTRICT".shall include the respective officers,
agents, directors, elected or appointed.ofTicials and employees and,
where appropriate, subcontractors'-..or, anyone acting on their
behalf.

1.7 If any term, provision, covenant or condition of this Agreement isheld by a court of competent 'jurisdiction to be invalid, void orunenforceable, the remainder of,'the''provisions shall remain in fullforce and effect and shall in..no way be affected, impaired orinvalidated.

1.8 It is understood tliat the relatiorfship of UMG to DISTRICT is thatof independent contractor and nothing in this Agreement shallcreate the relationship of partnership or joint venture The services
provided under'.tliis'Agreement are of a professional nature andshall be performed iri "accordance with good and accepted industiypractices:for contract operators similarly situated. However, suchservices-shall.not be considered engineering services and nothingheri:in is intended: to imply that UMG is to supply professional'engineering services to DISTRICT unless specifically stated in this''Agreement to the contrary.

1.9'-,;If:.any litigation is necessary to enforce the terms of this Agreement,the, prevailing party, the party determined not to be in default or inbreach'of the Agreement shall be entitled to its cost and reasonableattorney fees,'which are directly attributed to such litigation inaddition to other relief to which it may be entitled. If both sides arefound to have defaulted or be in breach each will pay their owncost, and attorney fees.
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1.10 Nothing in this Agreement shall be construed to create in any third
party ar in favor of any third party any right(s), license(s), power(s)
or privilege(s).

1.11 This aereement sets forth the entire aereement between the aarties
and fullv suoersedes all arior and/or verbal aereements or
understandine between the oarties which oertain to the subiect
rnatter hereof. However. the DISTRICT shall remain liable for anv
outstandine debt due UMG.

1.12 This aereement mav be executed in twa:or more counteroarts. each
of which shall be deemed-:an orieinal. but;all of which toeether
shall constitute one in the same documents.

2.1 UMG's SERVICES - GENERAL

2.1 UMG will staff the Project, with employees who have met
appropriate licensing and'... certification 'requirements of the
Commonwealth of Kentucky. UMG warrants that it will maintain
the necessary licensed and certified personnel as may be required
by the Commonwealth af Kentucky for, operation of the Project.

2.2 UMG shall provide ongoing training and education for appropriate
personnel in all necessary''ress of modem water and/or
wastewater process control, operations, maintenance, safety, and
supervisory skills';

2.3 UMG shall develop" and/ar -'upply and utilize computerized
programs'or.. maintenance, 'rocess monitoring and financial
control.-In-the"event this agreement is terminated for any reason,
UMG shall provide''the DISTRICT within thirty (30) days of notice
all computerized" p'rograms, codes, records, mans. instruction.''- manuals, and any other items necessary for DISTRICT to execute a

. complete transfer of their records and the operating systems~ —,;.necessary to access'and maintain the same. The DISTRICT aerees
to-"'analv. and oav-for anv and all software licenses necessarv to
transfer:the:same t'o the DISTRICT.

2.4 Within forty-five (45) days after the Commencement Date, UMG
will provide -:a physical inventory of DISTRICTS vehicles, a+4
equipment and tools in use at the Project and a general statement
as to the condition of each vehicle or piece of equipment. In theevent this Agreement is terminated for any reason, UMG will
provide to the DISTRICT, a physical inventory of DISTRICT S
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vehicles and equipment, and a general statement as to the
condition of each vehicle and piece of equipment within ninety (90)days of the end of the contract. If UMG fails to do so. then the
DISTRICT mav take its own inventorv and offset the cost aeainst
anv funds due UMG.

2.5 Within forty five (45) days after the Commencement Date, UMG will
provide DISTRICT with a physical inventory of chemicals and other
consumables on hand when UMG begins services under this
Agreement. Such chemicals ..and-< consumables will be made
available to VMG in connection with its:.performance under this
Agreement. UMG will provide DISTRICT 'with the same quantity ofchemicals or equivalent upon, termination of'this" Agreement. If
VMG fails to do so. then the"DISTRICT mav take its own inventorv
and offset the cost aeainst anv funds due VMG.

2.6

2.7

UMG shall be responsible for maint'aining 'll manufacturers
warranties on new equipment purchased by.*DISTRICT and shallassist DISTRICT in enforcing existing equipment warranties and
guarantees. UMG shall keeen a record of all such warranties for the
DISTRICT.

I

On or before October '1 i-of" each vear UMG shall provide theDISTRICT an annual schedule for oreventive maintenance, alone
with an estimatedibudaet for the"'DISTRICT owned eouioment ~doc==.cn'= '=;.. Thev shall reoort to the DISTRICT on a monthlvbasis what ~::preventive maintenance is being performed on
DISTRICT-'8 owned~,equipment in accordance with manufacturer's
recommendations at iiiteivals'and in sufficient detail as may be
feasibility ''determined by:. the DISTRICT. Such a maintenanceprogram-'shalli include documentation of corrective and preventivemaintenance. ''--.

'.S

UMG shall operate'; maintain and/or monitor the Project on a 24hour per day, seven-day per week schedule.

2.9 Visits may be made at a reasonable time by DISTRICTS employees,board'embers.ior designated DISTRICT's representative. UMGshall nrovide:lKkeys for the Project eh='" be-p"ovid=" to theDISTRICT'S Administrator. The Administrator shall sian a receiotfor anv kevs:received. by UMC .'cr ouch;;c'I-. All visitors to theProject shall comply with UMGs operating and safety procedures.

2.10 UMG shall provide a 24 hour/day 7 days per week customerservice phone number.
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2.11 UMG will implement and maintain an employee safety program in
compliance with applicable laws, rules and regulations and make
recommendations to DISTRICT regarding the need, if any, for
DISTRICT to rehabilitate, expand or modify the Project to comply
with governmental safety regulations applicable to UMGs
operations hereunder and with federal regulations promulgated
pursuant to the Americans With Disability Act ( ADA").

2.12 UMG may modify the process and/or facilities to achieve the
objectives of this Agreement,.-provided, -however, no 'modification
shall be made without DISTRICTS prior written: approval.

2.13 In any emergency affecting the;safety of persons or property, UMG
may act without written amendment or change order, at UMGs
discretion, to prevent threatened'dainage; injury or loss. VMG shall
be compensated by DISTRICT for any.„such emergency work
notwithstanding the lack. of a written. amendment. Such
compensation shall include., UMGs reasonable costs for the
emergency. Such cost and the basis'for which they were incurred
shall be detailed to the Board in any'equest for additional
compensation.

2.14 As required by law, permit or. court order, UMG will prepare plant
performance reports-and submit. them to DISTRICT Ior signatureand transmittal to,'appropriate authorities on a timely basis.

2.15 UMG will provide, laboratory testing and sampling presently
required by plant performance portions of the NPDES permit, the
Clean Water Act, the Safe.Drinking Water Act, and/or any federal,state. or local, rules and regulations, statutes or ordinances, permitor-'license requirements or judicial and regulatory orders and

.= decrees.

2.16 -UMG will provide for the collection, hauling and disposal of solid"" „waste, screening, grit, sludge and scum ("Waste" ) to DISTRICTS
e'xisting or approved disposal sites. It shall be the sole right and
respohsibility, of,DISTRICT to designate, approve or select disposalsites to be'"used;by UMG for DISTRICTS Waste. All Waste and/orbyproduct treated and/or generated during UMGs performance ofservices is not-'and will not be considered property of UMG.

2.17 UMG shall provide all the administrative and financial functionsnecessary to effectively operate the business affairs of the
DISTRICT, except as designated by the DISTRICT. VMG shall
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submit a monthly report to the DISTRICT that illustrates in
summary, how much of the current month and year to dateinvoices submitted by UMG to the DISTRICT, are related to waterservices and how much are related to waste water services. The
summarv shall also reoort the direct ooeratins costs for waterservices and waste water services on a monthlv and vear to datebasis.

2.18 UMG shall consult with the DISTRICTS Commissioners prior toreplacement of the Project Manager.',,

2.19 UMG shall comply with -,'. all of the DISTRICT's 'olicies. and
procedures in operating the:DISTRICT, and UMG's Project Managershall certify monthly to the'DISTRICT's Board that all operations
and activities under their control-:have been in compliance with theBoard's policies and procedures.

UMG shall submit to the DISTRICT monthly;:all reports of projectactivities in accordance with. the'.DISTRICTs policies and formats.

2.20 UMG shall provide for monthly meter. reading and billing. Allamounts billed and received,: on behalf of DISTRICT are the
property of DISTRICT and 'shall be pr'omptly deposited into a bankaccount designated by the DISTRICT. Customer Service officesshall be maintaine'd'at locations approved by the DISTRICT.

2.21 UMG shall provideiits reasonable business efforts in controllingunaccounted for'water loss. A monthly report of system accounted
for/unaccounted for'.-water-, loss shall be submitted to theDISTRICT.

'.22

UMG shall comply with all applicable federal, state and local laws,r'egulations and rules as they may be applicable to the operation of'the DISTRICT's water and waste water systems and the DISTRICT's
operations.

2:23 UMG'will seek sources of government grants and loans forconsideration bythe DISTRICT. The DISTRICT must approve inadvance all.application for such funding.

2.24 To protect the'ISTRICT and allow for continuity of service UMGwill post a surety bond or other surety in the amount of$1,000,000 to ensure faithful performance of its contractobligations. Such surety shall be released upon termination of thisAgreement and compliance by UMG with its obligations hereunder.
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2.25 Notwithstanding anything herein to the contrary UMG agrees toreplace the DISTRICT's capital assets that are not an integral partof the DISTRICT's water/sewer production, treatment, anddistribution and/or collection systems. If UMG determines that
replacement of capital assets is not essential for their continuing
performance under this agreement, they shall notify the DISTRICTthat they do not wish to replace an asset,, with an explanation as to
why. If the DISTRICT agrees, the asset, will be removed from theDISTRICT's asset list. If the DISTRICT does not agree, UMG will be
required to replace the asset;.: UMG'shall submit to the DISTRICTat the November DISTRICT:meeting=a c'apital budget request forthe next calendar year for 'approval by the DISTRICT. UMG maymake subsequent request for,.a:capital asset by'' petitioning theDISTRICT.

For those capital assets that cost less-than $ 1,500, UMG willpurchase and pay for the same. For those-that cost more thanS1,500, they may also be'purchased and paid for by UMG or atUMG's option may be financed in.the DISTRICT's name, subject toprior approval by the DISTRICT, and,all such loan payments shallbe made by UMG as long„as this contract remains in effect. Atthe end of the contract term, or upon'early termination, if there areany outstanding loans that have been approved by the DISTRICT,which are due and owing, the "DISTRICT agrees to pay the balanceof the same.

AII assets acquired: under this paragraph, except as hereinafterprovided, will be titled: in. the. DISTRICT's name. Any capital assetsthat UMG'acquires, at its.'discretion, that is not replacements ofthe'ISTRICT's assets, snd'/or which are not solely dedicated foruse at the DISTRICT's project, shall be titled in the name of UMGa'nd paid for by UMG;

:Notwithstanding the: above. anv individual tool purchased for..UMG's use in the oioeration of the DISTRICT that cost more than8250 shall be paid. for bv the DISTRICT. and chareed to its reoairand maintenance...budeet. Anv tool purchased for UMG's use inthe operation of'the DISTRICT that cost less than 4250 shall bepaid for bv UMG. All such tools shall be the prooertv of theDISTRICT.

2.26 Routine repair and maintenance of any real property utilized byUMG in the performance of its duties under this contract will bedone and paid for by UMG. If such improvements require
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financing, it will be done pursuant to the capital acquisition
procedure outline above. This excludes any major renovation orexpansion directed by the DISTRICT, which will be paid by the
DISTRICT.

2.27 UMG will submit to the DISTRICT bv no later than October 1" ofeach vear. a reoair and maintenance budeet and caoital budget forthe next fiscal vear. It shall include.anv item alreadv under
contract. but not vet oaid. The RfkM',Budget shall include anallowance for anv unforeseen-reoairs'ased on the DISTRICT's
actual exoerience for such items over the last three (3) vears.

2.28 All reoairs and maintenarice exoenditures shall be aooroved inadvance bv the DISTRICT's -Administrator. unless an emereencysituation exist. Anv emereencv-'situation will be reoorted to the
Administrator or Chairoerson'-.within.twentv-four (24) hours ofnotice of the situation. All reouests will, be suooorted bv a workorder *o —-" —--" --:- ------ ———

o L A L tL D
n!=== =-. =incraeeev. UMG shall submit 'a monthlv accountine tothe DISTRICT detailine~'all reoair and maintenance exoenditures.includine a brief exolanationiof the" work done and whv it wasnecessarv. If an exoenditure for reoair:and maintenance is coins toexceed the monthlv budaet set forth above. then such exoendituresshall be aooroved .in advance bv. the DISTRICT Administrator.unless an emereencv situation exist.

2.29 AII ourchases "ma'de bv UMG usina the DISTRICT's TaxIdentification Number''shall.onlv be I'or those items utilized in theoperation of the DISTRICT: UMG shall not co-minele. store or havedeliver'ed-;-oarts."»materials.'hemicals or suoolies used for anvother customer." 'on the DISTRICT's orooertv. nor will theDISTRICT's oarts';i materials. chemicals and suoolies be stored onanv other customer's orooertv without the exoressed orior written..consent of the DISTRICT.

UMG'S'SCOPE OF SERVICES - WASTEWATER

3.1 This Article; shall apply to UMGs operations, maintenance andmanagement'services for the DISTRICTS wastewater systems.

3.2 Within the design capacity and capabilities of the Waste TreatmentPlant(s) described in Appendix B, VMG will manage, operate andmaintain the Plant(s) so that effluent discharged from the Plant(s)outfalls meets the requirements specified in Appendix C-l.
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UMG will perform all Maintenance and Repairs for the Project, andsubmit a monthly accounting to DISTRICT detailing allexpenditures incurred, along with a brief explanation of the work
done and why it was necessary

3.4 UMG will pay all Costs incurred in normal wastewater utility
operations. Any cost determined to be abnormal, for which
additional compensation is sought, shall be submitted to the
DISTRICT for approval along with; an explanation of why it was
determined to be abnormal.

4. UMG'S SCOPE OF SERVICES - WATER

4.1 This Article shall apply to UMGs operations, maintenance and
management services for the DISTRICTS drinking water treatment
system.

4.2 Within the design capacity and capabilities of the Water Treatment
Plant(s) described in Appendix B, UMG will manage, operate andmaintain the Plant(s) so that water-.produced from the Plant(s)meets the requirements specified'n Appendix C-2.

4.3 UMG shall operate the water, treatment plant(s), pump station(s),and provide for all laboratory testing,'requirements.

4.4 UMG will perform all Maintenance and Repairs for the Project, andsubmit a monthly'accounting to DISTRICT.

4.5 UMG will pay all Costs:incurred in normal Water operations. Anycost .-determined to be 'abnormal, for which additionalcompensation is-sought, will be submitted to the DISTRICT fora'pproval along'with an explanation ol'hy it was determined to beabnormal.

4.6 - UMG will perform all-,maintenance and repairs for the project, and
, —...'submit a monthly '' accounting to the DISTRICT detailing allexpenditures incuired, along with a brief explanation of the workdone "and.why it,w'as necessary.

UMCs SCOPE OF SERVICES - WASTEWATER COLLECTION SYSTEMAND WATER DISTRIBUTION SYSTEM

5.1 This Article shall apply to UMGs services for the DISTRICTSwastewater collection system and potable water distributionsystem.
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5.2 The scope of UMGs services for the Maintenance and Repair of thecollection system and the distribution system are set forth in
Appendices C-3 and C-4, respectively.

5.3 UMG shall provide for all daily operation and maintenance
functions such as line Repairs, customer connections, line andtank maintenance, meter replacement, leak detection, line
flushing, valve exercise, system:,inspection, line locations, and
emergency call-outs, etc.

DISTRICTS DUTIES

6.1 The DISTRICT shall fund 'all..necessary Capital Expenditures,except as otherwise provided .herein Such funding shall beprovided either (i) in advance'frorri 'the'"DISTRICT to UMG if theDISTRICT requests that UMG contract: . for such CapitalExpenditure or (ii) the DISTRICT shall contract for such Capital
Expenditure directly. Priorities shall be given to safety and the ADArelated expenses described in Section,2.12. Any loss, damage, or
injury resulting from the DISTRICTS failure to provide capital asreasonably required by!UMG shall be the sole responsibility of theDISTRICT provided that'UMG"-has timely notified the DISTRICT ofthe need for the capital expenditur'e'and has provided sufficientlead time for acquisition and utilization of the same. Otherwise anysuch loss damage or injury shall be the sole responsibility of UMG.

6.2 The DISTRICT: 'shall-. keep in force all Project warranties,guarantees, easements., and-licenses that have been granted toDISTRICT.=and,are not transferred to UMG under this Agreement.UMG:.-.shall keep in force all Project warranties, guarantees,easements and'license transferred to thein under this Agreement.

6.3,', The DISTRICT sh'all! pay all ad valorem, property, franchise,'ccupational and disposal taxes, or other taxes associated with the--';Project other than. taxes imposed upon UMGs net income and/orpayroll'.taxes for UMG employees.

In the event .UMG is required to pay any sales tax or use taxes onthe value of," the services provided by UMG hereunder suchpayments shall be reimbursed by the DISTRICT unless theDISTRICT furnishes a valid and properly executed exemptioncertificate relieving the DISTRICT and UMG of the obligation forsuch taxes. Any items purchased by the DISTRICT to save salestax for a purchase UMG is required to make on behalf of the
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DISTRICT, shall be reimbursed by UMG within fifteen (15) daysfrom the date of invoice to UMG. UMG shall make all suchinvoices on behalf of the DISTRICT to UMG on the next businessdate after the DISTRICT has made any purchase referenced above.

6.4 The DISTRICT shall provide UMG iidth full use of any and allpieces of DISTRICTS heavy equipment that are available so thatUMG may discharge its obligations under this Agreement in themost cost-effective manner.

6.5 DlSTRICT shall provide all registration. and-licenses for DISTRICT'S
vehicles used in connection'with the Project.

6.6 DISTRICT shall provide for UMGs'.exclusive use of all vehicles and
equipment presently in full time use".at the Project except as maybe otherwise designated from time to time by Agreement.

6.7 DISTRICT shall provide for UMG access to all'easements, right-of-
ways, and access to discharge,. UMGs 'obligation under thisAgreement.

6.8 The DISTRICT may hire an Administrator to assist the DISTRICT inthe oversight of its operations and business affairs. TheAdministrator's office shall be, located in the DISTRICTheadquarters and the Administrator 'shall have full access to all ofthe DISTRICT's operating and financial records.

VMG agrees to -.. provide administrative assistance to theAdministrator, which'shall:not:exceed fifteen (15) hours per week.

6.9 DISTRICT shall promptly review and consider any request by UMGfor'ny additional"Capital Expenditures or Costs incurred by UMG.

6.10'The DISTRICT will'.be responsible for the purchase of all capitalassets (additions and.replacements) that are an integral part of the--,DISTRICT's Water'/Sewer production, treatment, distributionand/o'r collection s'ystems.

COMPENSATION;

7.1 UMGs compensation under this Agreement shall consist of anAnnual Fee as set forth herein. The Annual Fee for the-first.e 4. V L: L ~~~~~~Q T 1 nnT 1'n Lo o1 ln11 I 1 nnlo aI, LCI I ~ J ~nnfo h n b e7 G~g@ggg6 nnn
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this agreement shall be $ ($ monthly).
The annual fee mav be adiustedfrom time to time as asreed uoon bv the oarties.

a . 1 T. J 11 L Jl..-a J . Il. I 'J L * TTL)n
) Jll L J L a I the/I ral;; I. I. 1I Ir) IT)w)T TnmI

J

I.L 1 a IT, ra 1 hh'lh) L 11 L L'l J . Iinst""cc -fdesrease) —in—the —KQSTRTCT'- '"''"'- c-c;=44 - roc=sueb aL hhl h ~ Jla J I al h Jla T I J. Ir 1 al. h '.' r J
)L' L 11 al ll L )ter/I hhh. Id J T hhh IL1 1 rl

I — J — ' J a L 11 'l, ~. 11 I Jl *I S
pFs

7.2 On or before Aoril I" of each" vear. UMG shall orovide theDISTRICT a detailed financial reoort.of its costs to ooerate theDISTRICT. Such reoort'shall also allocate'exoenses between waterand sewer ooerations.

7a3 In the event the DISTRICT should. make application to PSC for arate increase in any of its services, VMG agrees to provide theDISTRICT a copy of any and all necessary information required bythe PSC for such application.

If the DISTRICT elects.to verify any information which is requiredby the PSC," or to conduct rate study, UMG agrees to allow theDISTRICT's duly authorized agents access to its records to verifythe information provided by UMG.

a.,lteBFQS ~ L a-aL A r al JJlal 1 eaR hr .1 ar~<

."""c;~eetuirsraentsassssiats

-Be
I I
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7.64 Any additional expenses, reasonably incurred by UMG, includingovertime wages as a result of severe weather, a natural disaster orother unplanned events outside'of the normal course of operations,will be invoiced by UMG to the DISTRICT, for reimbursement inaccordance with Section 8.2..

Any additional expense, reasonably incurred by UMG as set forthin the above paragraph, for which. the. DISTRICT is eligible forreimbursement by a third party (i.e.,'EMA), UMG agrees to defer
payment from the DISTRICT for such, expenses until the DISTRICTreceives approval for-reimbursement-from the third party.

The DISTRICT agrees to pay UMG interest on any expenses paid byUMG describedin'.the above paragraph at the then prime rate ofinterest charged:.by'Community Trust Bank of Pikeville, Kentucky.Interest would:start.to accrueisix months after the third party hasapproved the DISTRICT's application for reimbursement and runon th''utstanding balance-until paid in full. Approval shall bedefined as that date when. the third party accepts the DISTRICT's
application for'reimbursement. If they DISTRICT's application'oes not receive fiiial approval, or final approval is delayed due to'UMG's failure tol properly process the application or the.information therein:correctly, then the time table for starting the.accrual of interest will not start until the necessaiy corrections areapproved.

PAYMENT OF COMPENSATION

8.1 One twenty-fourth (I/24) of the Annual Fee for each AgreementYear shall be due and payable on the 1*'nd the 15Th of eachmonth during such Agreement Year for service provided inaccordance to Articles 7.1 ="."..2of this Agreement.

Pago 13 Of 17
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8.2 All other compensation to UMG is due upon receipt of UMGs
invoice and payable within fifteen (15) days, except as provided inArticle 7.6. Any and all request for additional compensation will be
supported by a detailed cost analysis evidenced by appropriate
invoices to be attached to the request.

8.3 DISTRICT shall pay interest at an annual rate equal to the
DISTRICTS designated financial institution's prime rate on
payments not paid and received by UMG within thirty (30) calendar
days of the due date, such interest, being calculated from the due
date of the payment. In the:event the charges hereunder mightexceed any limitation provided by-:law," such charges shall bereduced to the highest rate or amount within such limitation.

9. SCOPE CHANGES

9.1 A Change in Scope of services shall occur when and as UMGsCosts of providing services .under this Agreement significantly
change as a result of one of,the following:

9.1.1 Any change in Project operations, personnel qualificationsor staffing or other cost which is mandated or otherwise
required, by a change in law, rule or regulation or an actionor forbearance of, any - governmental body having
jurisdiction.to order, dictate or require such change.

9.1.2 The DISTRICT'S request of VMG and UMGs consent to
provide'additional services beyond what is provided in this
agreement and routine growth of current services.

9.2 For'Changes,in Scope described in Sections 9.1.1and 9.1.2, theAnnual Fee shall;be:increased (or decreased) in an amount equal toUMGs additional '(or,"reduced) Cost associated vdth the Change inScope.

10. INDEMNITY AND LIABILITY INSURANCE

10.1 UMG'agrees-to indemnify and hold DISTRICT harmless against anyand all claims",:suits, actions, deeds, damages, cost, charge andexpenses, including court cost and reasonable attorney fees, andagainst all liability, losses and damage of any nature whatever thatDISTRICT shall or may at any time sustain arising from theoperation ol'his Agreement other than those arising from theDISTRICTS negligence or willful misconduct.

Page 14 of 17
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10.2 DISTRICT agrees to indemnify and hold UMG harmless against anyand all claims, suits, actions, deeds, damages, cost, charge and
expenses, including court cost and reasonable attorney fees, and
against all liability, losses and damage of any nature whatever that
UMG shall or may at any time sustain as a result of DISTRICTS
negligence or willful misconduct.

10.3 UMG shall be liable for those fines or civil penalties imposed by a
regulatory or enforcement agency for violations occurring on orafter the Commencement Date, of the efQuent quality requirements
provided for in Appendices C-1'and C-2 that are a result of UMGs
negligence. DISTRICT will assist UMG'n contesting any such fines
in administrative proceedings and/or in 'court prior to any
payment by UMG. UMG shall'pay the cost of any such contest.

10.1I UMG shall be liable for all fines or civil penalties imposed by any
regulatory or enforcement agencies on DISTRICT and/or UMG that
are not a result of DISTRICTS negligence or, are otherwise directlyrelated to the operation of the Project and shall indemnify and hold
DISTRICT harmless from the payment of 'any such fines and/or
penalties.

10.5 Indemnity agreements provided for in this Agreement shall survivethe termination of th'e Agreement.

10.6 Each party shall obtain and maintain insurance coverage of a typeand in the amo'unts described in Appendix E. Each party shall
provide the other'p'arty with satisfactory proof of insurance.

I 1. TERM. TERMINATION AND DEFAULT

L ~ L '
~0

LL 2 1' .1

L 11r—-r
p Cl

iL
'L'

A 0
10te.—.'-.atiea-shall='be-given

ii nnf 'a -'.-':— S . r a rr -L .- a-i r a-j 1 1 . J

11.1 The ieltkil term1of'this Agreement shall be Ave-f5} three l3l years'commencing Janus'ry I, QC@k , 2013. Each period
during the term co'mmencing January I and ending the following

, December 31 shall, be referred to as an 'Agreement Year." Eithev- 'A

11.2 A party may terminate this Agreement only for a material breach ofthe Agreement by the other party. exeep4-I-4 only after giving written notice of breach; and, only afterallowing the other party thirty (30) days to cure or commencetaking reasonable steps to cure the breach.
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11.3 In the event this agreement is terminated by the DISTRICT prior to
the DISTRICT's payoff of UMG'S loan dated April I, 2009, which is
being forgiven over time, the DISTRICT agrees to pay UMG the
unamortized balance of the note as of the date of termination asset out in Appendix E.

If either oartv elects not to renew or extend the current term of the
contract. thev shall rive the other oartv six 161 months ene~"-~--~ -'-~~: "e~' —:=written notice of their decision.

11K Upon notice of termination:, by DISTRICT,.or:-the contract is not
renewed, UMG shall assist: DISTRICT in assummg'r transferring
operation of the Project, for a pe'ribd up to six (6) months from the
date of notice of termination or nori-renewal. UMG's compensation
for such services shall be its costs,, riot otherwise uncured in
operation of the Project. If additional Cost i'. incurred by UMG at
request of DISTRICT, DISTRICT shall pay UMG such Cost within
thirty (30) days receipt of invoice.'.

11.5 Upon termination of this Agreement - and all renewals and
extensions of it, UMG will return the Project to DISTRICT in thesame condition as it was.upon the effective date of this Agreement,
ordinary wear and:tear excepted.,Equipment and other personal
property purchased" by UMG for use in the operation ormaintenance of the Project shall remain the property of UMG upon
termination of'this, Agreement unless the property was directly
paid for by DISTRICT or. DISTRICT speciiically reimbursed UMG forthe cost incurred to-.purchase the property or this Agreement
provides to the contrary.; This provision is subordinated to theterms:set out in:Section 2.25.

12. DISPUTES AND FORCE MAJEURE

12.1.'In'.the event activities by employee groups or unions unrelated toUMG'cause a disruption in UMGs ability to perform at the Project,
DISTRICT,',with.UMGs assistance or UMG at its own option, mayseek appropriate injunctive court orders. During any such
disruption, UMG shall operate the facilities on a best-efforts basisuntil any such'disruptions cease.

12.2 Neither party shall be liable for its failure to perform its obligationsunder this Agreement if such failure is due to any Unl'oreseen
Circumstances.
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Both parties indicate their approval of this Agreement by their signaturesbelow, and each party warrants that all corporate or governmental actionnecessary to bind the parties to the terms of this Agreement has been and willbe taken.

MOUNTAIN WATER DISTRICT

By:

Name:

Title:

Date:

UTILITY MANAGEMENT GROUP, LLC.

By:.

Name

Date:
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MeagI.O

TO Mountain Water District Board
FROM Daniel P. Stratton
DATE: March 26, 2013
REGARDING: MWD / UMG

CONTRACT AMENDMENTS

In our initial 2005 Contract with UMG, price adjustments were based on customer
growth. They were given a fixed fee for each additional customer. This
substantially increased their base pay, and caused a decline in the District's
revenue, because most of the accounts added were low to moderate incoineaccounts, who paid the minimum bill. Accordingly, our expenses went up fasterthan our revenue. In 2011,we entered into a new agreement, and to address this
problem, we provided that their fees would increase based on a revenue sharingplan. Under this formula, every new dollar of revenue growth was split 70/30,based on the prior year's numbers. At that time, we did not foresee requesting arate increase, nor did we understand the problems we had with R&M
expenditures. 'Ihe 2011 Contract has a provision that we can cancel it after three
(3) years by giving a one hundred twenty (120) day notice (August 30, 2013),which allows us an opportunity to renegotiate the same.

Since 2011,we have seen a rapid increase in our RlkM expenses. To address thisissue, we commissioned a rate study in 2012, to see if we were justified in seekinga rate increase. The rate study recommended a thirty-one percent (31%) rateincrease in our water bill, which would increase revenue $2,361,714per year or$196,609 per month. The increase for sewer rate was eighty-eight point sixpercent (88.6%) or $798,248 per year or $66,520 per month. The total increasewas $3,159,962 per year or $263,000 per month. The study assumed that all ofUMG's expenses and the contract would be deemed reasonable by the PSC.
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We can consulted Jack Hughes, our PSC attorney, about the rate increase, and
he advised that the current formula of revenue sharing would probably not be
approved by the PSC, a plan was devised to request that UMG amend the contract
to a fixed price for a two (2) year period, after which, the Board would renegotiate
their fees subject to whatever rate increase was granted. It was anticipated that
UMG would not be getting any rate increase under the current contract because
our revenues have been flat, and that this would create an opportunity for them
to increase their fees, along with us increasing our revenues, il'he PSC gave usa rate increase.

To that end, a Committee was appointed to negotiate a new contract with UMG.
The Committee proposed a fixed rate structure, but'MG will not agree to that
structure. After discussing various options, they have proposed that their fee
increase for 2014 and 2015 be negotiated, and that if that could not be done
successfully, the fees would increase based on the CPI index, not to exceed three
percent (3%). The CPI index for 2012 was about two percent (2%).

We have reviewed this option with Jack Hughes, and by the PSC has informed us
that no contract with a CPI index provision bas been approved. He could not find
one that had a cap, but he did not believe one would be approved because it wasnot tied to their actual costs, which is the basic formula that the PSC prefers touse.

In a rate request, the PSC wil) evaluate the appropriateness of our expenses,
including what UMG is paid. If they deem any cost unreasonable (this would
include fee increases to UMG), they can disallow all or part of any rate increase
to vi hich MWD could otherwise be entitled. They have previously disallowed anyexpenses tied to the CPI index because it is not tied to our actual increase in cost.
The same would be true for the current revenue sharing agreement. However, thePSC igni not negotiate or recommend a contract structure for us as that is
between the parties, Their decision will only eliminate options that they do not
approve.

This leaves us in a dilemma on how to move forward. Under the rate study, if, fordiscussion purposes, we were to receive half of what the study indicated, thatwould be $1,579,981 per year. UMG would be entitled to seventy percent (70%)of that amount or $1,105,986and we would be entitled to thirty percent (30%) or$473,994 If the rate increase is not approved, then the revenue sharing is a moot
point, and we will be forced to change the contract before we came back to thePSC
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If we went with the CPI adjustment and a three percent (3%) cap, a three percent
(3%) cap would be a fee iiicrease of approximately $228,000 for 2014, and
$235,000 for 2015, for a total of approximately $463,000 over a two (2) year
period. Based on current revenues and expense trends, we are not sure whether
or not we could cover those expenses without a rate increase.

Jack Hughes recommended the following language if we change the contract to
adopt the CPI option.

"If the PSC determines any provision of the agreement is
unreasonable for rate making or regulatory purposes, or if any
payment or portion of payment to UMG is disallowed I'r recovery and
rates, the District shall be relieved of the provision or provisions
found to be unreasonable, and shall not be liable to UMG for the
disallowed amount of the payment or payments."

Under this option, our interpretation of this provision is that if the PSC disalloweda CPI adjustment, then we would not owe them that money as that section of theagreement would be voided. We have not presented this option to UMG, but weare doubtful they would agree to the same.

There are pros and cons, and significant risks to any option. I have summarizedsome of those under the attached exhibit.
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MOUNTAIN WATER DISTRICT

Fixed Rate Contract (i.e., price fixed for contract for a term of 2 to 5 years, andprices renegotiated at the end of the term)

MWD Pros:

1) The PSC is most likely to approve this structure for some form of rateincrease.

2) Fixed price allows increased revenues to stay with MWD for R8sM and
growth issues.

3) If sufficient rate increase is granted, UMG's contract could be
renegotiated to increase their fees.

MWD Cons:

1) A fixed price may create a higher initial price that would have toaverage out over the terin of the contract.

2) UMG objects to this format.

Revenue Sharing Contract (70/30 split)

MWD Pros:

1) Protects against UMG's expense from growing faster than MWD's
revenue.

2) A 70/30 split would provide additional income if a rate increasedwere granted.

3) UMG has already approved this concept in our existing contract.
MWD Cons:

1) The PSC will not approve this format, and may not allow us a rateincrease.

2) UMG may receive an increase that exceeds their increased cost.

3) MWD may not receive sufficient income to cover its increase cost foritems outside of the contract with UMG.
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Adjustment Provision (with a three percent (3%) cap)

MWD Pros:

This would limit UMG's fee increases to a fixed amount regardless of
whether or not their expenses were higher or lower than three percent
(3%).

2) UMG would accept this option.

MWD Cons:

PSC will more likely than not, disapprove a contract provision with a
CPI index. While there was no specific cases on one involving a cap,the concern is that it would not be approved.

2) We would be tying ourselves to this contract for an additional two (2)year period, and if a rate increase was not granted, then we would be
obligating ourselves for funds that we may not have in the future.

Regardless of which type of contract we use, the PSC
will evaluate the reasonableness of UMG's operating expenses.To the extent any are deemed unreasonable that wiill offset
any rate increase to which we would be entitled.
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Utility Management Group, LLC.

MEMORANDUM

Tor Dan Stratton & Mike Spears

FROM: Bob Meyer

DATE:

REr

Greg May

April 19,2013

Mountain Water District Contract Renewal

Dan and Mike. Greg and I have discussed at length an approach to annual contract fee increases with
Mountain Water District. For many reasons, not the least of which is that we have not had a fee
increase in 3 years now, it is our position that a 2'nnual fee increase beginning 1/1/14 and another
annual increase of 2'eginning 1/1/15 is fair. Converting that percentage increase to a dollar amount,
the annual fee for 2014 would be 57,756,B9Band the annual fee for 2015 would be 57,912,036. In
addition to the automatic 2ff annual increases, the contract would contain a stipulation that, in the
event any of the following direct expense items increase by more than 5% ln any 12 month period, UMG
would be paid for the additional cost above SM. Those items are:

Electric
Vehicle Fuel (gas and diesel combined)
Purchased Water
Employee Health Insurance Expense

In other words, UMG wouid absorb the first Stg of any cost increases in those 4 categories but would be
paid an additional amount for any increases in excess of Sfo. Keep in mind that both annual electric and
purchased water costs are in excess of S1,000,000each. Likewise, vehicle fuel costs are pushing
5300,00 and health insurance expense for the MWD project is close to S400,0000. 535 of any of these
items is a significant number and we are taking the risk for any increases up to SN. I have not put any of
this into contract language, but if UMG and the commissioners cannot agree on the concept and
amounts, the contract language is irrelevant.

We would also agree to the concept that we discussed on Tuesday: Establishing a reasonable Gross
Margin amount at this point in time that would be guaranteed to UMG. This Gross Margin amount
would not change for the term of the contract (iei two and a half years). Any UMG contact fee increases
would be based on actual documented direct cost increases. The question obviously is what is a
reasonable gross margin for UMG. It is our position that anywhere from 10M to 12if is fair and in the
range for the industry norm. Depending on how the contract is structured with regard to a fee increase
(ie: defining "gross margin", how much detailed documentation for direct costs will be required,
whether or not an independent audit is required to verify direct costs, etc) we would be willing to take
Bff. What is the Commissioners'erspective about margin and profit ln this context?



'lets:Ski>eno gulscf ielojawwog:ssaicf Aeldslfj-Hgbfs:aogO opewoinkf:sofa,,'.fag:adAg eipaihl trl.pg bp:pk:ifl pC ~op ntfg "ogests o> saAaiflf - owaiflf bk-6k-fr, 9situate>poM xos;

Also, from what we have been able to gather, the PSC will not in fact accept a CPI indexed fee increment
with a standard rate application. We are not sure why there are contracts out there that we know
about which have CPI increases in them that have not been questioned by the PSC. Perhaps because
they did not have any rate increases and it was not brought to the PSC's attention. Regardless, the CPI
index is not going to work in this particular situation.

We are willing to flesh out either of these two concepts with you and the Commissioners - or any other
approaches that are reasonable. Please let us know how to proceed from here.
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Viewing a text attachment - View messaae
Download this as a file

Sent via phone from Nike Spears

Begin forwarded message:

Pram: Bob Neye <bmeyergumal c.ret>
amtmi April 22, 2013, lliol:53 AIS SDTTa: Nike Saears <m kespe rsgsetel.corn>
Subjecti tzEi waops

Mike-
What I include in Gross Margin (iei below the line) are any payments made to a
agcecorporateag account in Corbin, items like amortization of that 5500M loan from a couple
years ago, one time charges (ie: we went through a sales & use tax audit recently and had tamake a one-time payment to the state for items purchased that were taxable and we thoughtwere not. Also belaw the line are legal fees (Ie: defense regarding open records suit, etc.),corporate taxes, profit, etc. Included with ggcedirect costsag (ie: above the line) is a proratedportion of our Island Creek facility costs (personnel, rent, etc etc). I consider all af the costsaf this office as agcedirectgg ag" even though they are prorated to all af our contracts

aP.'incewe deal with direct operations expenses from here (payroll, accounts payable, mapping,safety coordinator, etc.). If any oF that changes, then the grass margin N also changes. Letme know if that makes sense.
Bob

Bob Mayer. Control(er
UTILITy MANAGEII4ENT GROUp, LLC
267 Island Creek Rood
Pikeviiie, Kentucky 41501
Office 606.437.4754
Fair 606.437.5083
NOTICE: This message is intended only for the oddressee and may contain information that isprivileged or confidential. If yau ore nor the intended recipienr, or an authorized employee,agent, or represenrative of the intended recipient, do nat read, copy or disseminate thismessage or any attachment. Ifyau have received this message in error, please call Flic senderimmediately at 606.437.4754 and delete all copies of the messoge ond ony attachments.Neither the transmission of this messoge or any otlochment, nor any errar in transmission ormis-delivery shoii constitute waiver af any applicable legal privilege.

From: Mike Spears fmailto:mikesaearstasetel.com]
Sent: Monday, April 22, 2013 10:16AM
To: Sob Meyer
Subject: RE: woops

https://vmai!.setel.corn/webmail2/src/view text.pbp?mai)box=INBOXifzpassed id=19/ksta... 4/23/2013
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SquirrelMail
Page 2 of 2

Bob,

I corrected Dan on this formula, it hit me that afternoon. So on that we are okay. I am goinglo analyze the options taday that you sent Friday and will get back to you this afternoon. Asfar as Gross Margin. what would be considered below this line. Is above the line, only directcosts of the disk ict or are you considering other items above the line. This may be the bestoption as far as the PSC is concerned because we would be tying increases to documentedcast. I want to spend some time with this in the afternoon, but the question above would behelpful. We need Io resolve these so we can get the board moving on a rate increase tiling.

Mike

From: Bob Meyer [rnailto:bmeverQumolic.net1
Sent: Monday, April 22, 2013 9:56AM
To: mikesaearsiasetekcom
Subjecb woops

Hey Mike-
Just a side note. I realized that, when we had our meeting last week, and I was going onabout a formula to back into a grass margin amount, I mis-stated the formula. You have todivide your total amount by 1 plus the margin percent. For instance, take our current
contract of 7,604,802. Assume a gross margin of Byk. Divide 7,604,802 by 1.08(ie: one plusmargin of.08) and the number is 7,041,148. BN of 7,041,148 equals 563,319. Direct costs of7,041,148 plus an 896 margin of 563,319gets you back ta the total contract amount of7,604,802 I assume you already figured that out. Anyway, a misleading statement on mypart. Are you and Dan going to look at the numbers I sent you last Friday before the boardmeetlngy tet me know if there is any other approach ar discussian you and I need to have toget this off af dead center. If you think the approach I laid out in that last email to you andDan is not going to be acceptable ta the board, let me know. You and I both can manipulatenumbers all day long. If we can get to some number or M that is in the neighborhaod of whatthe board feels is fair and what UMG feels is fair, surely we can put together something we«an ail live with. Anyway, If you want to give me any ideas or suggestions aside from themeetings with Dan and Greg, let me know. IBO"m apen.

Bob

Bob Meyer, Controller
UTILITY IVIANAGEIMENT GROUP, LLC
287 Is/and Creek Road
Plkevi/le, Kentucky 41501
Office 606.4374754
Fax 606.437.5083
NOTICE: This message is intended only for the addressee ond moy contain information that isprivileged or confidential. If you are not the intendedrecipient, or on authorized employee,agent, or representative of the In tended recipient, do nor read, copy or disseminate thismessoge or any ottachment. If you have received this message in error, please call the senderimmediately at 606.437.4754 and delete all copies of the message and ony attachments.Ne/ther the transmission of this message or any attachment, nor any error in zransm/ss/an orm/s-delivery shall constitute wa/ver of any opplicob/e legal privilege.

bttps://vmaiLsetebcom/webmai12/src/view text.pbp7mallbox=INBOX&passed ld~l 9&sta... 4/23/2013
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TO Rhonda James, John Collins, Roy
Sawyers, Mike Spears

FROM Daniel P. Stratton, Esq.
DATE April 2, 2013
REGARDING: MWD / UMG

CONTRACT AMENDMENTS

Please lind attached a revision to the UMG / MWD Contract based on thediscussions Mike Spears had with Bob and Greg, and the ideas that have beenconsidered by the Committee.

The changes from the last proposals are as follows:

1.3 UMG wants to strike the provision for venue, which is where a courtaction would be heard, should there be a dispute between the parties.We have agreed to do so, which should make Pike County the propervenue.

1.11 We have added in the last sentence, "however, the District shallremain liable for any outstanding debts and any other accruedliabilities due VMG." The addition of "and any other liabilities", is atUMG's request and clarifies any questions.

2.24 fk
2.25 We have agreed not to offset the cost for an inventory against anyfunds due UMG, if they do not do one.
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2.17 This section provides that UMG will provide all of the administrative
and Imancial functions necessary to effectively operate the business
affairs of the District, except as designated by the District. UMG
wants to state, "UMG shall provide all necessary and supplemental
support services for the effective administration and financialfunctions." I respectfully disagree with that language, because I donot know what "supplemental support services" means. The
structure of this paragraph is to insure that they are responsible for
all of these functions, except for what the District otherwise
designates. Therefore, if something falls through a hole, it is their
responsibility, unless they can show that the District specifically
assumed that responsibility. The language they have proposed is
more ambiguous, and I think may create more problems in the future
than what it cures.

I would prefer the original language that we have, but if we have to
make a change to address their needs, I would propose the following:

"UMG shall provide all of the administrative and
financial functions necessary to effectively operate
the business affairs of the District, except as
designated by the District. Those exceptions are
those duties assigned to the District's
Administrator and linancial officer."

7.1 UMG's compensation under this agreement shall consist ofan annuallee set forth herein. The annual fee lor this agreement shall be87,604,802.00 ($633,733.00per month). We are proposing to addthe following language.

"The annual fee for calendar years 2014 and 2015
shall be $7,718,874 (8643,239.50/month), subject
to the District having been granted, and
implemented a rate increase by the Public Service
Commission sufficient to cover this increased fee.
If the District does not receive a rate increase, or
receives one that is not sufficient to cover this
increased fee, then the current fee for 2013 will
remain in place for 2014 and 2015. If a rate
increase sufficient to cover the increase fee is
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implemented after January 1, 2014, then UMG's
increased fee set out above will be pro-rated to the
date the rate increase is implemented."

An issue that I have considered since our last discussion, is what
happens if the PSC grants us an increase, but disallows a portion of
UMG's expenses. If a portion of their expenses are disallowed, then
that is a basis for reducing, not increasing, their fees. It would be
very awkward for the Board to then turn around and grant them an
increase, when their fees have been deemed to be in excess of what
the PSC has determined to be reasonable. I am doubtful that UMG
would agree to the language proposed by Jack Hughes to address this
issue, but I wanted to point it out to the Committee, before we
submitted this proposal to UMG. Ifyou want to address the issue in
this proposal, I would suggest the following language to be added:

"Ifthe PSC determines that any ofUMG's costs are
unreasonable, then to that extent, this fee
increase will not be applicable."

Accordingly, they would keep their base rate of pay through the endof the contract term f2015), even if the PSC determines their costs are
unreasonable. At the end of this contract term, then the Board would
have to make a decision to either renegotiate the contract considering
the PSC's findings, or rebid the contract.

Given our history of negotiations, we may not want to add this
additional limitation, but I felt I needed to point out this potential
problem. Please advise as to how you want me to proceed.

Page 3
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TO '.":Mountain Water District Board

ersFROM: Dan Stratton/Mike Spears/Roy Sary
DATE: AprQ 23, 2013
REGARDING: MWD / UMG

CONTRACT

Commissioners:

Mike and I met with Greg and Bob on Tuesday, April 16~ to discu
MWD/UMG Contract. Attached, please find a memorandum fro

summarizing that meeting. Also, please find attached an email from Bob
and Dan with UMG's response.

s the
Dan

Mike

bject
enses

Using

nth for

rease

It would appear that we have three options to consider, or a variation of the
First, is to give them their fixed rate increases ofg% for 2014 and 2015, sli
to approval of a rate increase by the PSC, and subject to all of their exp
being determined reasonable by the PSC. This is of course our format.
their numbers, this would be an increase of $152,096/ $12,675 per mo
2014 and $155,138/$ 12,928 per month for 2015. The two year total inc
would be $307,234/$ 25,612 per month.

The second option would be to use their format where we would give thepi the
above referenced rate increase, snd if either the electric, the fuel, the purchased
water or the employee health insurance cost increased by more than 5% then
UMG would be paid the additional cost above the 5%. The total cost for the je four
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~t will

PSC.

elements is currently approximately $2.7 million dollars. Rounding that
million dollars as water and electric are a little over a miOion each, a 1%

in'ouldbe an additional $30,000 per year. It appears that they may be prop
that these be done individually as oppose to a group, but that is a point th
need to be clarified. Their proposal is not subject to a rate increase by th

have

a 10-

ance,
le to
ons

e has
to be
t fee

The third option is to pay them a fixed percentage over their cost. They
referenced in the past that Kentucky American Water receives approximatel
12% margin over and above their cost for the operations of the Central Ken
Water System. The difference there is that Kentucky American Water owri

system and is responsible for all of the debt service and repair and mainterI
in addition to all of the operational cost. Heretofore, we have been una
define what the appropriate rate of return should be just to cover opera,

'heyare proposing an 8% rate of return over their cost. Heretofore, theJ
been an issue as to what is calculated in their cost numbers that will neech

resolved. I have enclosed a chart showing various rates of return for differen
structures to give you an idea of what that return would be for them in actu
dollars This option is also not subject to a rate increase by the pSC.

A hybrid option we have discussed is to arrive at a fixed fee amount that tvould
provide them a fixed margin of Q%. The fixed fee would be adjusted annually to
cover increased water and power costs. Some details need to be worked iIut on
how that calculation would be made. They would then get X% over the net base
amount each year. We would also audit their expenses annually. The cost gould
be split with them. We will need to determine ifwe include RlkM expenses iq their
base fee as that will be our fastest growing number in the future. This tption
would be subject to a PSC rate increase and PSC approval of their expenses.

We would ask that you give us feedback as to how you want us to move forward.
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SAMPLE FEE ANALYSIS

2013 ANNUAL FEE = $7,604,802

COSTS

8% $ 563,319.00 $ 7,041,148.00

7% $ 497,511.00 $ 7, 107,291.00

6% $ 430,461.00 $ 7,174,341.00

2013 ANNUAL FEE + 2% = $7,756,898.00

COSTS

8% $ 574,586.00 $ 7,182,312.00

7% $ 507,461.00 $ 7,249,437.00

6% $ 439,070.00 $7,317,828.00

2013 ANNUAL FEE+ 2%

LESS 2012 R8I5I CONTRACT EXPENSES

$7e832a946 00 - $564s000 00*= $71268>946.00

COSTS

8% $ 538,441.00 $ 6,730,505.00

7% $ 475,539.00 $ 6,793,407.00

6% $ 411,450.00 $ 6,857,496.00

RLM CONTRACT EXPENSES WERE $564,000.00> BUT ACTUAL
RID FOR 2012 WERE $67o007 00 MORE.
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Daniel )s. Stratton

From:
Sent:

Ta'c:

Subject:
Attachmentsi

gob Meyer <bmeyerCwumgllc.net»
Wednesday, May 08, 2013 11:51AM
mikespearstgseteLcom; dpstratton@seteLcam;

'rsawyers@mtwater.arg'reg

May
MWD-2012
mwd-2012-is.pdf

Mike et al-
Attached is an income statement for the Mountain Water project for 2012 in the same format as 2011. One importantnote when yau start analyzing the numbers. The Mountain Water- UMG contract originally stipulated that semi-monthly payments would be made to UMG in advance. Since the beginning af the contract UMG booked all semi-rnonthly payments as current revenue. Consequently, each year the last payment af the year was booked by UMG ascurrent revenue even thaugh it was actually a payment for the first half oflanuary in the subsequent year. Last year, inarder to accommodate Mountain Water's cash flow problem, I essentially agreed to let Mountain INater makepayments to UMG after the semi-monthly period (ie a fifteen day extension (or semi-manthly payments). As a result ofthis, I have only booked 23 semi-monthly payments from MWD as current year income in 2012 (since the first semi-monthly payment for 2012 was booked as income in December 2011). This is a bookkeeping concern only. However, inarder to get a realistic picture of total 2012 revenues and margin, you have to add one semi-monthly payment ta theamount of revenue shown on the attached financial statement. Consequently, total O&M revenue for 2012 is$6,993,359 ($6,701,859plus $291,500). Likewise, the "Net Income from Operations" is $143,811rather than a negativeamount of <$147,688». Future years will have 24 semi-monthly payments on the books Hope this isn't too confusing-let me know if you need further clarification.

Bob Meyer, Controller
UTILITy MANAGEMENT GROUP, LLC
287 Isiond Creek Road
Pikeville, Kentucky 42502
Office 606.437.4754
Far 606.437.5083
NOTICEi This messogeis Intended only for the addressee and may containinformation thatis privileged orconfidential. Ifyou are not theintended recipient, or an authorized employee, ogenr, or representotive of theintendedrecipient, da not read, copy or disseminate this message or any attachment. Ifyou hove received this messagein errar,please call the sender Immediately ot 606.437.4754and delete oll copies of the message and any ottachments. Neitherthe transmission of this messoge or ony attochment, nor any errar In transmission or mis-delivery shall constitute waiverofany applicable legal privilege.
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llillke Spears

From: Bob Mayer (bmeyer@umglic.net)
Sent: Monday, Aprg 22, 2013 11:02AM

Tot Mike Spears

SubJect: RE: woops

Mike-
What I include in Gross Margin (ie: below the line) are any payments made to a "corporate" account in
Corbin, items like amortization of that 5500M loan from a couple years ago, one time charges (le: we
went through a sales & use tax audit recently and had to make a one-time payment to the state for
items purchased that were taxable and we thought were not. Also below the line are legal fees (le:
defense regarding open records suit, etc.), corporate taxes, profit, etc. Included with "direct costs" (ie:above the line) is a prorated portion of our Island Creek facility costs (personnel, rent, etc etc). Iconsider all of the costs of this office as "direct"- even though they are prorated to all of our contracts—
since we deal with direct operations expenses from here (payroll, accounts payable, mapping, safety
coordinator, etc ). If any of that changes, then the gross margin sk also changes. Let me know lf that
makes sense.
Bob

Bob Mcyer. Controller
UTILITy MANAGEMENT GROUP, LLC
287 Island Creek Rood
Pikevige, Kentucky 41501
Office 606.437.4754
Fox 606.437.5083
NOTICE: This messoge is intended only for the addressee ond moy contain information that Is privilegedor confldentloL If you are nor the Intended recipienr, or on authorized employee, ogent, or
representotive of the intended recipient, do not read, copy or disseminate this message or anyonochment if you hove received this messoge in error, pieose coll the sender immediately ot606.4374754 ond delete oil copies of the message ond any ottochments. Neither the tronsm/ss/on ofthis message or ony ottochment, nor ony error in tronsm/ssion or mis-delivery shall consritute waiver ofany oppiicobie Iegoi privilege.

From: Mike Spears [mallto:mikespearsosetel.corn]
Sent: Monday, April 22, 2013 10:16AN
To: Bob Mayer
Subject: RE: woops

Bob,

I corrected Dan on this formula, it hit me that afternoon. So on that we are okay. I am going to analyzethe options today that you sent Friday and will get back to you this afternoon. As iar as Gross Margin,what would be considered below Ihis line. Is above Ihe line, only direct costs of the district or are youconsidering other items above Ihe line. This may be the best option as iar as Ihe PSC is concernedbecause we would be tying increases lo documented cosL I want Io spend some lime with Ihis in Iheafternoon, but the question above would be helpfuL We need to resolve these so we can get the boardmoving on a rate increase filing.

Mike

5/7/20!3
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Page 2 of2

From: Bob Meyer fmallto:bmeveriaumollc.netl
Senb Monday, April 22, 2013 9:56AM
Tot mikesoearsisseteLcom
Subject: woops

Hey Mlke-

Just a side note. I realized that, when we had our meeting last week, and I was going on about a formula to back
Into a gross margin amount. I mis-stated the formula. You have to divide your total amount by 1 plus the margin
percent. For instance, take our current contract of 7,604,802. Assume a gross margin of 8'K. Divide 7,604,802
by 1.08 (ie: one plus margin of.08) and the number is 7,041,148. Bss of 7,041,148 equals 563,319. Direct costs
of 7,041,148 plus an 896 margin of 563,319gets you back to the total contract amount of 7,604,802. I assume
you already figured that out. Anyway, a misleading statement on my part. Are you and Dan going to look at the
numbers I sent you last Friday before the board meetingy Let me know if there is any other approach or
discussion you and I need to have to get this off of dead center. (f you think the approach I laid out in that last
email to you and Dan is not going to be acceptable to the board, let me know. you and I both can manipulate
numbers all day long. If we can get to some number or yk that is in the neighborhood of what the board feels is
fair and what UMG feels is fair, surely we can put together something we can all live with. Anyway, If you want
to jive me any ideas or suggestions aside from the meetings with Dan and Greg, let me know. I'm open.
Bob

Bob Meyer, Controller
IJTIUTY MANAGEMENT GROUP, LLC
287 Islond Creek Rood
Pikeviiie, Kentucky 42502
Office 606.437.4754
Fax 606.437.5083
NOTICE: This messoge is intended only for the addressee ond moy contoin information thot is privileged or
confidendoL Ifyou are not the intended recipient, or on outhorized employee, agent. or representative of theintended recipient, do not reod, copy or disseminote this message or any ottochment. If you hove received thismessage in error, please coll the sender immediately ot 606.437.4754 end delete og copies of the message ond
ony ortochments. Neither the transmission of this message or any ottochmenr, nor any error in transmission ormls-delivery shall constitute waiver of ony oppiicobie legal privgege.

5I7I2013
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Daniel P. Stratton

Fram:
Sent
To:
Cc
Subject
Attachments:

Bob Meyer «bmeyeroumgllc.net>
Wednesday, May 08, 2013 11:51AM
mikespearslsetel.corn; dpstrattonLasetel.corn;

'rsawyers@mtwater.org'reg

May
MWD-2012
mwd-2012-is. pd f

Mike et al-
Attached is an income statement for the Mountain Water project for 2012 in the same format as 2011. One importantnote when you start analyzing the numbers. The Mountain Water- UMG contract originally stipulated that semi-
monthly payments would be made to UMG in advance. Since the beginning of the cantract UMG booked all semi-
monthly payments as current revenue. Consequently, each year the last payment of the year was booked by UMG as
current revenue even though It was actually a payment for the first half of January in the subsequent year. Last year, inorder to accommodate Mountain Water's cash flow problem, I essentially agreed to let Mauntain Water make
payments to UMG after the semi-monthly period (ie: a fifteen day extension for semi-monthly payments). As a result af
this, I have only booked 23 semi-monthly payments from MWD as current year income in 2012 (since the first semi-
monthly payment for 2012 was booked as income in December 2011). This is a bookkeeping concern only. However, inorder to get a realistic picture of total 2012 revenues and margin, you have to add one semi-monthly payment to theamount of revenue shown on the attached financial statement. Consequently, total O&M revenue far 2012 is
$6,993,359 ($6,701,859 plus $291,500). Likewise, the "Net Income from Operations" is 5143,811rather than a negativeamount of «5147,688a. Future years will have 24 semi-monthly payments on the books Hope this isn't too confusing-let me know if you need further clarification.

Bob Mayer, Controller
UTIlITY MAIVAGEMENT GROUP, LLC
287 Island Creek Road
Pikeviiie, Kentucky 41501
Office 606.437.4754
Fax 606.437.5083
NOTICE: This messogeisintended only far the addressee and moy contain information thatis privileged orcanfidentiai. Ifyou are not the inrended recipient, or on autharized employee, ogeni, or representative of the intendedrecipient, do not read, copy or disseminate this message or ony attochment. If you hove received this message in error,pieose call the sender immediately at 606.437.4754 and delete oil copies of the messoge and any arrachmenls. Neitherthe transmission of this messoge or any altochment, nor any errorin tronsmission or mis-delivery shall constitute waiverof ony applicable legal privilege.
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INottntain Water District

Recap of R 8 Ill Bills
2012

January
Februaty
March
Apdl

May
June.
July
August

September
October
November
December

Actual
s 47,aza.ao
$ 75,396.82
S 73,876.80
$ 44,656.39
$ 41,64826
$ 52,903.80
S 60,051.89
$ 54,424.65
$ 59,251.57
$ 52,846.93
$ 44,86326
S 42,024.54

Budget
47,000.00
47,000.00
47,000.00
47,D00.00
47,0DD.DD

47,0M.DD
47,000 00
47,000.00
47,DDD.DD
47,DDD.DD

47,MD.DD
4r,ooo.oo

Over/(Under)
828.80

28,398.82
28,876.80
(2,343.61)
(5,351.74)
5,903.80

13,051.89
7,424.65

12,251.57
5,846.93

(2,136.72)
(4,975.46)

Was con
25,984.63
21,432.11
31,241.10
18,155.32
13,315.01
18,590.90
27,427.90
28,797.91
20,305.01
24,531.67

3,026.47
19,974.64

'/ of Total
5529%
45.60%
66.47'/I
38.63%
28.33%
39.56%
58.36%
61.27%
43.20'/o
52 20'Vo

6.44%
42.50%

Total $ 649,773.73 $ 564,000.00 $ 85,773.73 252,782.67 44.8Z%

Less November

AdJusted for November

Average 64,147.81

47,000.00

517,000.00

3,026.47

249.756 40 48.31%
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4 MOUNTAIN WATER DISTRICT

GROWTH ANALYSIS 2003.2013
C
0
3
O
O

F
Gl

IR
Zl
Q

I

Dl'C
'0
IDB
C4

WATEA COSTOMEAS -3/4" 6 1"

2'R UIRGER WATEA METERS

SBNERCUSTOMERS

WATERSTORAGETANKS

FRESSUAE REDUUNG VALVES

ROOSTER PUIAPING SfATIONS

JUNE 230S

14736

90

1491

39

JUNE 2011

17822

2337

10$

45

135

APRll2013

17857

147

2382

100

136

STSTBN GROWTH

3121

57

$91

10

36

O0
2
CT

I

DI

'l2

0
C

MASTER METERS 22 27 28

WASIBNATBI UFT SfAT IOUS 20 20 20 00

MILES OF UNE ADDED 200S-2011
WATBI SEWEA

77.53 MILES 29.41

ADDED THAEE Ep QUADPIEK GRINOEA STATIONS AT VRIGIE MIDDlE SCHOOI, GFJOHNSON SCHOOL PROPS GRADE SCHOOL

i AVERAGE WATER PRODUCTION - FAOM222 MGD IN 2003 TO 256 IN 20IL UPGRADE TO RUSSELL FORK WTP FROM 2 MOD TOE MGD

COMPLETED IN 2003

AVERAGE COST TO PA DOUCE WATER PER 1 000 GALLONS - FROM $ 10 IN 1MS TO 5 SJ IN 1011

IELJREBEA OF EREPLOYEES
2013

S3

ELECTRICAL CO5T

KWH M O BUILT AVERAGE USAGE

2006

733,313

2012

134,334

AVBUIGE MONf HEY Rill AMOUNT
$4252344 $31,21351
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Mountain Water District

Recap of R & I!Bills
2012

January
February
March
Aprtt

May
June
July
August
September
October
November
December

Actual
5 47,828.80
$ 75,396,82
5 T3,8T6,80
S 44,656.39
$ 41,648.26
$ 52,903.80
$ 60,051.89
$ 54,424.65
$ 59,251.57
$ 52,846.93
S 44,863.28
$ 42,024,54

Budget
47,000.00
47,0D0.OD
47,000.00
47.000.00
47,000.00
47,0M.OO
47,000.00
47.000.00
47,000.00
47,000.00
47,000.0D
4?,000.00

Over/(Under)
828.80

28,396.82
26,876.80
(2,343.61)
(5,351.74)
5,903.80

13,051.89
7.424.65

12,251.57
5,846.93

(2,136.72)
(4,975.46)

Was con
25,984.83
21,432.11
31,241,10
18,'155.32
13,315.01
18,590.90
27,427.90
28,797.91
20,305.01
24,531.67

3,026.47
19.974.64

'/ of Total
55.29'/
45.60o/o

66.47%
38.63o/o
28.33o%%d

39.56%
58.36'/o
61 2?o%%d

4320o/o
5? 20'/o

6.44%
42.50%

Total

Less November

Adjusted for November

Average

$ 649,773.73 $ 564,000.00 $ 85,773.73

47,000.00

517,000.00

54.147.81

252.782.87

3,026.47

249,756,4D

44 82o/o

48.31'/o
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Page 1 of I

Mike Spears

From: Bob Meyer [bmeyeroumgllc.netl
Sent: Monday, March 25, 2013 12I45 PM
To: mikespears@setel.corn

Cc: Greg May

Subject: contract

Mike-

6reg and I have talked since you came up last week. It appears to us that there is no magic solution tothe contract increase issue that is going to satisfy ail parties. We are back to the pricing model we usedpreviously-with a cap. We agree to negotiate a contract price adjustment on an annual basis. If weare not successful, the contract increases by the cpk The cpl is capped at 396. This is still no guaranteefor us that we will be able to cover all our costs and maintain a reasonable margin. As we pointed out,we did not give out any annual Increments to Mountain Water employees last year. Our health
insurance increase ended up being almost 20ss last year and we'e looking at a preliminary increase thisyear of 38%. While we appreciated the small increase this past year- it was not anywhere near what itneeds to be to keep us on an even keel with the MWD contract. Mike-we'l work with you and theboard any way we can. We just can't do it for free. We'e always felt that we'e provided the boardwith much more that good management - particularly in the context of supplemental funding that isdue in large part to 6reg's initiative and contacts.
If you have any suggestions, we are open to them. Or if you have any better insight into an approachthat will fly with the PSC, let us know.
Bob

3f25/2013
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APPENDK E

ANNUAL FEE ADJUSTMENT FQRIv>ULA

AAF = AF (I+ C)

where

AAF = Adjusted Annual Fee.

AF = Annua! Fee specified in Sections 5.1 and 5.3.

C = Consumer Price Index for All Urban Consumers (U.S. City Average) as

published by the U.S. Department of Labor, Bureau of Labor Statistics in the CPI Detailed

Report or the month three (3) months prior to the beginning of tbe period for which an adjusted

base fee is being calculated.

example of the annual fee adjustment formula

where,

AF 51,000,000

C -'.9%

re

~ t

ss
sl

AFF = 51,000,000 (I + 2.9%)

51,000,000 (I + 0.029)

51,000,000 (1.029)

51,079,000

Pound, VA
Agreement

Page No. 19
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Daniel P. Stratton

Fram:
Sent:
To:
Subject

Mike Spears <mikespears@seteLcom»
Wednesday, April 24, 2013 223 PM
'Daniel P. Stratton'; bmspearsiasetel.com
RN: overhead

Response I received today. Brandt make sure Dan gets Ibis.

From: Bob Meyer [mailtotbmeyer@umgllc.net]
Sent: Wednesday, April 24, 2013 So16 AM
To: mikespeers@seteLcom
Subj ect: overhead

Mike-

Got busy yesterday and fargot to let you know the 9h of Island Creek casts that are allocated to MWD. It's about 58% ofthe total casts. It is based on total revenues we generate far each utility contract in proportion to total revenues. I also
allocate a portion af overhead costs to our HVAC end Small Engine Solutions businesses. If the base changes during the
year (lel we get e new contract), then the percentages change.
Let me know how the board meeting goes. Bob

Bob Meyer, Controller
UTIUTY MANAGEMENT GROUP, ttC
287 Island Creek Rood
Pikevilie, Kentucky 41501
Office 606.437.4754
Fax 606.437.5083
NOTICE: This messogeisinrended only for the addressee and may cantain information tharis privileged or
confidential. ifyou ore not the intended recipieri t, or on authorized employee, agent, or representative of the intended
recipient, do nat read, copy or disseminate this message or any attachment. If yau hove received this message in error,please call the sender immediately at 606.437.4754 and delete oil capies of the message and any attachments. Neitherthe transmission of this message or any attachment, nor any error in transmission or misdelivery shall constitute waiverofany applicable iegol privilege.
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Page 1 of 1

Dan!el P. Strattort

From: Daniel P. Stratlon [dpslrattan@setetcam]
Sant: Tuesday. April 02, 2013 11:26AM

Tor 'Mike
Spears'ct

dpstrattan@setel.cern

Subject: umg contract

Mike,
Here is same alternative language for yaw review. IF ws use this opgon I would drop page three af mymemo.
The annual fee for calendar years 2014'nd 2015 shall be $ 7,718,874 ($643,239.50/month), subJect-to'he District having been granted. and implemsnled a rale increase by the Public Service Commission:.:sufgcient to cover the increased fee.- If the Dlslrict does nat receive a rale increase, ar receives one thatIs not sufficient to'cover, Ibis Increased fee, then the current fee for 2013 will remain in place far 2014 and:"2015.If a rats Increase sufgdent lo cover the increase fee Is implemented after January 1, 2014,then UMG Increased fee sst out above will be pro ralsd to the date the rate increase ls Implemented..

Dan

4/2/2013
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MEMO
TO

FROM

Greg May and Bob Meyer

Danie1 P. Stratton, Esq.
DATE June 18, 2013
REGARDING: MWD / UMG

CONTRACT AMENDMENT

Please find enclosed the proposed MWD/UMG contract amendment for
your review.

The compensation section under 7.1 is of course the major item of concern.
The District purposes to give you a 2% increase over your base rate, which
will be calculated on the 2013 contract at $7,604,802 minus RRM
expenses, which are being deleted in the amount $564,000 for a 2013;base
rate of $7,040,802. That number times 2% is $140,816.04. Had the RGB
Budget remained in the calculation, the 2% increase would have been
$152,096. The purpose of removing the RHEUM Budget from your fee is that
it is pass-through cost to you, and therefore, should not be included in a
percentage increase ofyour fee. The proposed contract has been amended
to reflect that change. The 2014 fee shall be $7,181,618. The fee for 2015
would be 2% over the 2014 base rate or $7,325,241. Any fee increase will
be subject to the District receiving a rate increase from the PSC sufficient
to cover the same. Further, it will be subject to all of UMG's costs being
approved by the PSC. To the extent, any ofyour costs are disallowed by the
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PSC, then your base fee would be reduced by that amount.

In the event the rate increase is implemented after January l, 2014,
(assuming the PSC approves the same) then the fee increase for 2014'will
be prorated to the date of implementation.

page s
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TO Greg May and Bob Meyer

FROM Daniel P. Stratton, Esq.
DATE June 26, 2013
REGARDING: MWD / UMG

CONTRACT AMENDMENT

Please be advised that the MWD Board of Commissioners at their monthly

meeting, approved the following amendments to the UMG / MWD Contract.
Miscellaneous provisions that we have addressed before are included the

proposed amendment that is attached for your review and consideration.

The compensation section under 7.1 is of course the major item of coqcern.
The District has agreed to give you a 2% increase over your base rate, which

will be calculated on the 2013 contract at $7,604,802 minus R&M

expenses, which are being deleted in the amount $564,000 for a 2015 base
rate of $7,040,802. That number times 2% is $140,816. The purptse of
removing the R&M Budget from your fee is that it is pass-through cost to

you, and therefore, should not be included in a percentage increase ofyour
fee. The proposed contract has been amended to reflect that change,'. The
2014 fee shall be $7,181,618.The fee for 2015 would be 2% over the 2014
base rate or $7,325,250. Any fee increase will be subject to the District
receiving a rate increase from the PSC sufiicient to cover the same.
Further, it will be subject to all of UMG's costs being approved by th~ PSC.
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To the extent, any ofyour costs are disallowed by the PSC, then your base
fee would be reduced by that amount.

In the event the rate increase is implemented after January 1, 2014,
(assuming the PSC approves the same) then the fee increase for 2014 will
be effective the date of implementation.

On behalf of the Board, we want to express to you our appreciation for your
services to the District. This has been a long and tedious task, and we
would appreciate your favorable consideration of this proposal.

If this draft meets with your approval, I will do a final document for
signatures. We will then begin to take the necessary steps to apply to the
PSC for a rate increase.

Page 2
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Agreement For Operations,
Maintenance anti Management Services

THIS AGREEMENT is entered into this day of al9"-.. "-~ QQ442013 effective the lai day of 9="u=-„' 2013, by andbetween:

Mountain Water District, with its principal address at 6332 Highway, P.(P. Box3157, Pikeville, Kentucky 41502 (hereinafter "DISTRICT'

AND

UTILITY MANAGEMENT GROUP LLC, with its principal address at 500 SummitDrive, P.O. Box 663, Corbin, Kentucky 40702 (hereinafter "UMG").

WHEREAS, DISTRICT owns and provides for the operation of water, wastewaterand related treatment, collection and distribution facilities described onAppendix B; and

WHEREAS, DISTRICT desires to employ the services of VMG in the operation,maintenance and management of these facilities and UMG desires to perfozznsuch services for the compensation provided for herein.

NOW, THEREFORE, in consideration of the mutual covenants and agreements

I . GENERAL

1.1 Definitions of words and phrases used in this Agreement and theattachments are contained in Appendix A.

1.2 All land, buildings, facilities, easements, licenses, rights-d)f-way,
equipment and vehicles presently or hereinafter acquired or pwnedby DISTRICT shall remain the exclusive property of DISTRICT tmlessspecifically provided for otherwise in this Agreement.

1.3 This Agreement shall be governed by and interpreted in accordancewith the laws of the Commonwealth of Kentucky.

1.4 Neither this Agreement, nor any of the rights or obligationshereunder, may be assigned by UMG without the prior writtenconsent of the DISTRICT.

1 ( Ip age
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1.5 All notices shall be in writing and transmitted to the party's address
stated above. All notices shall be deemed effectively given when
delivered, if delivered personally or by courier mail service, i.e.,
Federal Express or Airborne Express, delivered after such notice has
been deposited in the United States mail postage prepaid, if mailed
certified or registered U.S. mail, return receipt required; or received
by the party for which notice is intended if given in any~other
manner.

1.6

1.7

This Agreement, including its Appendices, is the entire Agreement
between the parties. This Agreement may be modified only by written
agreement signed by both parties. Wherever used, the terms "IUMG"
and 'DISTRICT" shall include the respective officers, agents,
directors, elected or appointed officials and employees and, where
appropriate, subcontractors or anyone acting on their behalf.

If any term, provision, covenant or condition of this Agreem'ent is
held by a court of competent jurisdiction to be invalid, vtid or
unenforceable, the remainder of the provisions shall remain In full
force and effect and shall in no way be affected, impahed or
invalidated.

1.8 that of
)reate

etrvices
shall

ustry
such
thing

pional
n this

It is understood that the relationship of UMG to DISTRICT is
independent contractor and nothing in this Agreement shall
the relationship of partnership or joint venture. The s
provided under this Agreement are ofa professional nature and
be performed in accordance with good and accepted ind
practices for contract operators similarly situated. However,
services shall not be considered engineering services and no
herein is intended to imply that UMG is to supply profes
engineering services to DISTRICT unless specifically stated i
Agreement to the contrary.

1.9
ement,
t. or in
nable
on in

dIes are~ cost,

If any litigation is necessary to enforce the terms of this Agrethe prevailing party, the party determined not to be in defaul
breach of the Agreement shall be entitled to its cost and reaso
attorney fees which are directly attributed to such litigatiaddition to other relief to which it may be entitled. If both si
found to have defaulted or be in breach each will pay their o
and attorney fees

third
cpver(s)

Nothing in this Agreement shall be construed to create in anyparty or in favor of any third party any right(s), license(s), por privilege(s).

2) Page
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1.11 This aereement sets forth the entire aereement between the darties
and fullv suaersedes all arior and/or verbal aareements or
understandine between the aarties which aertain to the subiect
matter hereof. However. the DISTRICT shall remain liable for anv
outstandina debt and anv other accrued liabilities due

UMG.,'.12

This aareement mav be executed in two or more counteroarts. each
of which shall be deemed an orimnal. but all of which toeether shall
constitute one in the same documents.

2.1 UMC's SERVICES - GENERAL

2.1 UMG will staff the Project with employees wha have met appropriate
licensing and certification requirements of the Commonwealth of
Kentucky. UMG warrants that it will maintain the necessary
licensed and certified personnel as may be required by the
Commonwealth af Kentucky for operation of the Project.

priate
cwater
6/Isory

2.2 UMG shall provide ongoing training and education for apprc(
personnel in all necessary areas of modem water and/or wast
process control, operations, maintenance, safety, and supeskills

t/.rized
ancial
eason,
(ice all

ahuals,
rpplete
ary ta
v and
same

2.3 UMG shall develop and/or supply and utilize compu
programs for maintenance, process monitoring and fincontrol. In the event this agreement is terminated far any r
UMG shall provide the DISTRICT within thirty (30) days of no
computerized programs, codes, records, mans. instruction mand any other items necessary far DISTRICT to execute a cotransfer of their records and the operating systems necessaccess and maintain the same. The DISTRICT aerees to analaav for anv and all software licenses necessarv to transfer theto the DISTRICT.

MG will
pment

o the
rIt this
'to the

5 arid
each

take its

2.4 Within forty-five (45) days after the Commencement Date, U
provide a physical inventory of DISTRICTS vehicles, and equiand tools in use at the Project and a general statement ascondition of each vehicle or piece of equipment. In the eve
Agreement is terminated for any reason, UMG will provide
DISTRICT, a physical inventory af DISTRICT"S vehicle
equipment, and a general statement as to the condition ovehicle and piece of equipment within ninety (90) days of thethe contract. If UMG fails to do so. then the DISTRICT mavown inventorv.

i ( P age
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2.5 Within forty five (45) days after the Commencement Date, UMG will
provide DISTRICT with a physical inventory of chemicals and~ other
consumables on hand when UMG begins services undeq this
Agreement. Such chemicals and consumables will be made available
to UMG in connection with its performance under this Agree&cut.
UMG will provide DISTRICT with the same quantity of chemiqals or
equivalent upon termination of this Agreement. If UMG failst to do
so. then the DISTRICT mav take its own inventorv.

2.6

2.7

UMG shall be responsible for maintaining all manufacIurerg
warranties on new equipment purchased by DISTRICT and shall
assist DISTRICT in enforcing existing equipment warrantie) and
guarantees. UMG shall keen a record of all such warranties for the
DISTRICT.

On or before October I" of each vear UMG shall provide the
DISTRICT an annual schedule for oreventive maintenance. lalone
with an estimated budeet for the DISTRICT owned eouinment wkh

Thev shall reoort to the DISTRICT on a menthlv
basis what ~ preventive maintenance is being performed on
DISTRICT% owned equipment in accordance with manufacturer's
recommendations at intervals and in sufiicient detail as may be
feasibility determined by the DISTRICT. Such a maintenance
program shall include documentation of corrective and preventive
maintenance.

2.8 UMG shall operate, maintain and/or monitor the Project oil
hour per day, seven-day per week schedule.

a 24

2.9 Visits may be made at a reasonable time by DISTRICT'S employees,
board members or designated DISTRICT's representative. UMG
shall nrovide Kkeys for the Project "."."" = —.=—;Idcd t4 the
DISTRICT'S Administrator. The Administrator shall sian a rece'iot for
anv kevs received. -„- '"''== --"—' ".All visitors to the Project
shall comply with UMGs operating and safety procedures.

2.10UMG shall provide a 24 hour/day 7 days per week customer service
phone number.

Pat
any, for

mply
tions

2.11 UMG will implement and maintain an employee safety progr
compliance with applicable laws, rules and regulations and
recommendations to DISTRICT regarding the need, if
DISTRICT to rehabilitate, expand or modify the Project to co
with governmental safety regulations applicable to UMGs oper@

see
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and with federal regulations promulgated pursuant'to the
Americans With Disability Act ( ADA").

2.12 UMG may modify the process and/or facilities to achiev'e the
objectives of this Agreement; provided, however, no madificatian
shall be made without DISTRICTS prior written approvaL

2.13 In any emergency affecting the safety of persons or property,l UMG
may act without written amendment or change order, at tIMGs
discretion, to prevent threatened damage, injury or loss. UMp shall
be compensated by DlSTRICT for any such emergency work
notwithstanding the lack of a written amendment. Such
compensation shall include UMGs reasonable costs for the
emergency. Such cost and the basis for which they were incurred
shall be detailed to the Board in any request for additional
compensation.

2.1+ As required by law, permit or court order, UMG will prepare~ plant
performance reports and submit them to DISTRICT for signature
and transmittal to appropriate authorities on a timely basis.

2.15 UMG will provide laboratory testing and sampling presently required
by plant performance portions of the NPDES permit, the Clean Pater
Act, the Safe Drinking Water Act, and/ar any federal, state og local
rules and regulations, statutes or ordinances, permit or Hcense
requirements ar judicial and regulatory orders and decrees.

2.16 UMG will provide for the collection, hauling and disposal o) solid
waste, screening, grit, sludge and scum ("Waste"I to DISTRICTS
existing or approved disposal sites. It shall be the sole right and
responsibility of DISTRICT to designate, approve ar select disposal
sites to be used by UMG for DISTRICTS Waste. AH Waste aIid/or
byproduct treated and/or generated during UMGs performance of
services is not and will not be considered property of UMG.

2 17 UMG shall provide aH the administrative and financial functions
necessary to effectively operate the business affairs of the DISTtRICT,
except as designated by the DISTRICT. Those exceotions arelthase
duties assiened to the DISTRICT's Administrator. financial 6fficer
and CPA UMG shall submit a monthly report to the DISTRICT'hat
illustrates in summary, how much of the current month and y'ear to
date invoices submitted by UMG to the DISTRICT, are rela)ed to
water services and how much are related to waste water ser'vices.
The summarv shaH also renort the direct ooeratine costs for Iwater

5 ] taga
1
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services and waste water services on a monthlv and vear to date
basis.

2.18 UMG shall consult with the DISTRICTS Commissioners pr'ior to
replacement of the Project Manager.

2.19 UMG shall comply with all of the DISTRICT's policies and procedures
in operating the DISTRICT, and UMG's Project Manager shall pertify
monthly to the DISTRICT's Board that all operations and activities
under their control have been in compliance with the B'pard's
policies and procedures.

UMG shall submit to the DISTRICT monthly, all reports of project
activities in accordance with the DISTRICTs policies and formats.

2.20 UMG shall provide for monthly meter reading and billing. All amounts
billed and received on behalf of DISTRICT are the prope'rfy of
DISTRICT and shall be promptly deposited into a bank adcount
designated by the DISTRICT. Customer Service offices shall be
maintained at locations approved by the DISTRICT.

2.21 UMG shall provide its reasonable business efforts in controlling
unaccounted for water loss. A monthly report of system accounted
for/unaccounted for water loss shall be submitted to the DISTRICT.

2.22 UMG shall comply with all applicable federal, state and localf laws,
regulations and rules as they may be applicable to the opera6on ofthe DISTRICT's water and waste water systems and the DISTRICT's
operations.

2 23 UMG will seek sources of government grants and loans for
consideration by the DISTRICT. The DISTRICT must approve inadvance all application for such funding.

2.24 To protect the DISTRICT and allow for continuity of service UPG will
post a surety bond or other surety in the amount of $1,000,$00 toensure I'aithful performance of its contract obligations. Such suretyshall be released upon termination of this Agreemen( andcompliance by UMG with its obligations hereunder.

2.25 Notwithstanding anything herein to the contraiy UMG agrees toreplace the DISTRICT's capital assets that are not an integral partof the DISTRICT's water/sewer production, treatment,~ anddistribution and/or collection systems. If UMG determines thatreplacement of capital assets is not essential for their continuing

s
I page
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performance under this agreement, they shall notify the DIS
that they do not wish to replace an asset, with an explanation
why. If the DISTRICT agrees, the asset will be removed fro
DISTRICT's asset list. If the DISTRICT does not agree, UMG
required to replace the asset. UMG shall submit to the DIS
the November DISTRICT meeting a capital budget request f
next calendar year for approval by the DISTRICT. UMG may
subsequent request for a capital asset by petitioning the DIS'7

For those capital assets that cost less than $1,500, UMG will
purchase and pay for the same. For those that cost mord than
$1,500, they may also be purchased and paid for by UMG or at
UMG's option may be financed in the DISTRICT's name, subject to
prior approval by the DISTRICT, and aB such loan payment~ shall
be made by UMG as long as this contract remains in effect. At the
end of the contract term, or upon early termination, if there are any
outstanding loans that have been approved by the DISTRICT, 4rhich
are due and owing, the DISTRICT agrees to pay the balance ~of the
same.

AB assets acquired under this paragraph, except as herei'nafter
provided, will be titled in the DISTRICT's name. Any capital Iissets
that UMG acquires, at its discretion, that is not replacements~of the
DISTRICT's assets, and/or which are not solely dedicated for use at
the DISTRICT's project, shall be titled in the name of UMG anti paid
for by UMG.

Notwithstanding the above. anv individual tool ourchased for UMG's
use in the ooeration of the DISTRICT that cost more than $250 shall
be caid for bv the DISTRICT. and charaed to its reoaii and
maintenance budeet. Anv tool ourchased for UMG's use in the
ooeration of the DISTRICT that cost less than $250 shall be okd for
bv UMG. AB such tools shaB be the orooertv of the DISTRICT:.

2.26 Routine repair and maintenance of any real property utiTized by
UMG in the performance of its duties under this contract liB be
done and paid for by UMG. If such improvements require finahcing,
it will be done pursuant to the capital acquisition procedure dutline
above. This excludes any major renovation or expansion directed by
the DISTRICT, which will be paid by the DISTRICT.

2.27 UMG will submit to the DISTRICT bv no later than October. 1~ of
each vear. a reoair and maintenance budeet and caoital budget for
the next fiscal vear. It shall include anv item alreadv Iunder
contract. but not vet caid. The RIy;M Budaet shall include an

v ) pape
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allowance for anv unforeseen reoairs based on the DISTRICT's
actual exoerience for such items over the last three (31 vears. 1

2.28 All reroairs and maintenance exoenditures shall be anorov'ed in
advance bv the DISTRICT's Administrator. unless an emerkencv
situation exist. Anv emergencv situation will be reoorted to the
Administrator or Chairoerson within twentv-four (241 hours of
notice of the situation. All reauests will be suooorted bv artwork
order. UMG shall submit a monthlv accounting to the DISTRICT
detailing all reoair and maintenance exoenditures. including l brief
exolanation of the work done and whv it was necessarv )if an
expenditure for reoair and maintenance is going to exceed the
monthlv budget set forth above. then such exoenditures shall be
at>oroved in advance bv the DISTRICT Administrator. unless an
emergencv situation exist.

2.29 All ourchases made bv UMG using the DISTRICT's Tax Identification
Number shall onlv be for those items utilized in the ooeration of the
DISTRICT. UMG shall not co-mingle. store or have delivered. carts.
materials. chemicals ol siloolies used for anv other customer dn the
DISTRICT's orooertv. nor will the DISTRICT's oarts, materials.
chemicals and suoolies be stored on anv other customer's ordoertv
without the exoressed nrior written consent of the DISTRICT.

~

UMG'S SCOPE OF SERVICES - WASTEWATER

3.1

3.2

3.3

3.4

This Article shall apply to UMGs operations, maintenanc and
management services for the DISTRICTS wastewater systems.)

Within the design capacity and capabilities of the Waste TreaIment
Plant(s) described in Appendix B, UMG will manage, operate and
maintain the Plant(s) so that effluent discharged from the Plant(s)outfalls meets the requirements speciflied in Appendix C-l.
UMG will perform all Maintenance and Repairs for the Project, and
submit a monthly accounting to DISTRICT detailing all expenditures
incurred, along with a brief explanation of the work done and 9(cchy itwas necessary

UMG will pay all Costs incurred in normal wastewater utilityoperations. Any cost determined to be abnormal, for tvhichadditional compensation is sought, shall be submitted to theDISTRICT for approval along with an explanation of why it wasdetermined to be abnormaL
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UMG'S SCOPE OF SERVICES - WATER

4.1 This Article shall apply to UMGs operations, maintenance and
management services for the DISTRICTS drinking water tres'tment
system.

4.2

4.3

4.4

4.5

Within the design capacity and capabiTities of the Water Treatment
Plant(s) described in Appendix B, UMG will manage, operate and
maintain the Plant(s) so that water produced from the Plant(s) ~eets
the requirements specified in Appendix C-2.

UMG shall operate the water treatment plant(s), pump station(s),
and provide for all laboratory testing requirements.

UMG will perform all Maintenance and Repairs for the Projec't, and
submit a monthly accounting to DISTRICT.

UMG will pay all Costs incurred in normal Water operations. Any
cost determined to be abnormal, for which additional compensation
is sought, will be submitted to the DISTRICT for approval alon'g with
an explanation of why it was determined to be abnormal.

4.6 UMG will perform all maintenance and repairs for the project, and
submit a monthly accounting to the DISTRICT detailing all
expenditures incurred, along with a brief explanation of the work
done and why it was necessary.

UMCs SCOPE OF SERVICES - WASTEWATER COLLECTION SYSTEM
AND WATER DISTRIBUTION SYSTEM I

5.1 This Article shall apply to UMGs services for the DISTRICTS
wastewater collection system and potable water distribution +stem.

5.2

5.3

The scope of UMGs services for the Maintenance and Repairlof the
collection system and the distribution system are set forth in
Appendices C-3 and C-4, respectively.

UMG shall provide for all daily operation and maintenance functions
such as line Repairs, customer connections, line and tank
maintenance, meter replacement, leak detection, line flushing valve
exercise, system inspection, line locations, and emergency call-outs,
etc.
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6.5 DISTRICT shall provide all registration and licenses far DISTRICT'S
vehicles used in connection with the Project.

6.6 DISTRICT shall provide for UMGs exclusive use of all vehicle's and
equipment presently in full time use at the Project except as rr(ay be
otherwise designated from time to time by Agreement.

6.7 DISTRICT shall provide for UMG access to all easements, right-of-
ways, and access to discharge UMGs obligation undeiI this
Agreement.

6.8 The DISTRICT may hire an Administrator ta assist the DISTQCT in
the oversight of its operations and business affairs.

~

The
Administrator's office shall be located in the DISTRICT headquarters
and the Administrator shall have full access to all of the DISTRICT's
operating and financial records.

UMG agrees to provide administrative assistance taI the
Administrator, which shall not exceed fifteen (15) hours per week.

6.9 DISTRICT shall promptly review and consider any request by, UMG
for any additional Capital Expenditures or Costs incurred by UMG.

6.10 The DISTRICT will be responsible for the purchase of all capitalassets (additions and replacements) that are an integral part t!f the
DISTRICT's Water/Sewer production, treatment, distri!Iution
and/or collection systems.

COMPENSATION

7.1 UMGs compensation under this Agreement shall consist of an
Annual Fee as set forth herein. The Annual Fee for +"c ."—=".
A J. V Ll 1 L 11 L 1'L ' 1 1 nA1e
1L L 'Pl L 11 hall '1 ~ ~ 1 hA1'1 SL ~ 1 ln Le enhl n -1 ll L- d n een nhn leeee nnn — a 1 .1 - l. -. -- 'l.L jg'l 1 VIS S 11 11 L d Id' sL1e

I
J/'013shall be $7.604.802.00(9633.733.00 oer monthl. ororated to the effective date df thisagreement The annual fee for 2014 d 15 shall be gv 118 8»

87.181.618!+543. ".5"1598.468.16oer monthl. subiect to theDISTRICT having been granted. and imolemented a rate increase bvthe Public Service Commission sufficient to cover this increas!Ld fee.If the DISTRICT does not receive a rate increase. or receives oi(e thatis not sufficient to cover this increased fee. then the current fee far2013 will remain in olace for 2014 and 2015. If a rate increase

11 ! Page
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sufficient to cover the increased fee is imolemented after Januarv l.
2014. then UMG's increased fee set out above will be ororatedl to the
date the rate increase is imolemented. If the Public Service
Commission determines that anv of UMG's costs are unreasonable.
th n a al 4 J I IL r 'll I L I Ll Vcgbaee
fee would be reduced bv that amount.
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7.2 On or before Aoril 1*'feach vear. UMG shall orovide the DISi'fRICT
a detailed financial reoort of its costs to onerate the DISTRICT.I Such
reoort shall also allocate exoenses between water and Isewer
ooerations.

7.3 In the event the DISTRICT should make application to PSC fod a rate
increase in any of its services, UMG agrees to provide the DISTRICT
a copy of any and all necessaxy information required by the PSC for
such application.

lf the DISTRICT elects to verify any information which is required by
the PSC, or to conduct rate study, UMG agrees to allow the
DISTRICT's duly authorized agents access to its records to verify the
information provided by UMG.
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7.64 Any additional expenses, reasonably incurred by UMG, includingovertime wages as a result of severe weather, a natural disa)ter orother unplanned events outside of the normal course of operations,will be invoiced by UMG to the DISTRICT for reimbursement inaccordance with Section 8.2.

Any additional expense, reasonably incurred by UMG as set fourth inthe above paragraph, for which the DISTRICT is eligib)e forreimbursement by a third party (i.e., FEMA), UMG agrees to,'eferpayment from the DISTRICT for such expenses until the DISTRICTreceives approval for reimbursement from the third party.

The DISTRICT agrees to pay UMG interest on any expenses paid byUMG described in the above paragraph at the then prime r'ate ofinterest charged by Community Trust Bank of Pikeville, Kentucky.Interest would start to accrue six months after the third party hasapproved the DISTRICT's application for reimbursement snd run onthe outstanding balance until paid in full. Approval shall be definedas that date when the third party accepts the DISTRICT's applicationfor reimbursement. If they DISTRICT's application does not receivefinal approval, or fmal approval is delayed due to UMG's failure toproperly process the application or the information therein correctly,then the time table for starting the accrual of interest will not. startuntil the necessary corrections are approved.

PAYMENT OF COMPENSATION

8.1 One twenty-fourth (I/24) of the Annual Fee for each Agreemeqt Yearshall be due and payable on the 1"and the 15th of each month

13 ) Page
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during such Agreement Year for service provided in accordance to
Articles 7.1 ==6 .."of this Agreement.

mvoice
~cle

be
priate

8.2 All other compensation to UMG is due upon receipt of UMQs
'nd

payable within fifteen (15) days, except as provided in
7.6. Any and all request for additional compensation
supported by a detailed cost analysis evidenced by appN(
invoices to be attached to the request.

o the
te on
endar

might
all be

SCOPE CHANGES

8.3 DISTRICT shall pay interest at an annual rate equal $
DISTRICTS designated financial institution's prime ra
payments not paid snd received by UMG within thirty (30) cal
days of the due date, such interest being calculated from
date of the payment. In the event the charges hereunde
exceed any limitation provided by law, such charges sh
reduced to the highest rate or amount within such limitations

9.1 A Change in Scope of services shall occur when and as UMGs
of providing services under this Agreement significantly chan
result of one of the following:

Costs
casa

9.1.1 Any change in Project operations, personnel qualifications
or staffing or other cost which is mandated or otherwise
required, by a change in law, rule or regulation or an!iction
or forbearance of any governmental body having

jurisdictionto order, dictate or require such change.

9.1.2 The DISTRICTS request of UMG and UMGs consjnt to
provide additional services beyond what is provided in this
agreement and routine growth of current services.

9.2 For Changes in Scope described in Sections 9.1.1and 9.1.i2, the
Annual Fee shall be increased (or decreased) in an amount equal to
UMQs additional (or reduced) Cost associated with the Change in
Scope.

10. INDE!NNITY AND LIABILITY INSURANCE

10.1 UMG agrees to indemnify and hold DISTRICT harmless against any
and all claims, suits, actions, deeds, damages, cost, char!)e and
expenses, including court cost and reasonable attorney fees, and
against all liability, losses and damage of any nature whatever that
DISTRICT shall or may.at any time sustain arising from the

i4 ) vase
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operation of this Agreement other than those arising from the
DISTRICTS negligence or willful misconduct.

10.2 DISTRICT agrees to indemnify and hold UMG harmless agains
and all claims, suits, actions, deeds, damages, cost, charg
expenses, including court cost and reasonable attorney feej
against all liability, losses and damage of any nature whateve
UMG shall or may at any time sustain as a result of DIS
negligence or willful misconduct.

t any
e alld
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r that

TRICTS

10.3 UMG shall be liable for those fines or civil penalties imposed by a
regulatory or enforcement agency for violations occurring on o~ after
the Commenceinent Date, of the eIIIuent quality requirements
provided for in Appendices C-I and C-2 that are a result of UMGs
negligence. DISTRICT will assist UMG in contesting any such fines
in administrative proceedings and/or in court prior to any payment
by UMG. UMG shall pay the cost of any such contest.

10.4 UMG shall be liable for all fines or civil penalties imposed by anyregulatory or enforcement agencies on DISTRICT and/or UMG thatare not a result of DISTRICTS negligence or are otherwise directlyrelated to the operation of the Project and shall indemnify anci hold
DISTRICT harmless from the payment of any such fines and/or
penalties. I

10.5 Indemnity agreements provided for in this Agreement shall survivethe termination of the Agreement.

10.6 Each party shall obtain and maintain insurance coverage of a typeand in the amounts described in Appendix E. Each party! shallprovide the other party with satisfactory proof of insurance.

11. TERM. TERMINATION AND DEFAULT

11.1 The IRI4ial term of this Agreement shall Le ".:"15!"""-=cc.==.jilc—.-112111 1 . 2013. and end onDecember 31. 2015. Each period during the term commencingJanuary 1 and ending the following December 31 shall be referredto as an "Agreement Year." E1+"c--"~ =L="""=-'L= ~-L'"'L--~
~ 1 1 1 1 1L1 A 1 1.1L 3 1+L +L1 1 AwbV 111 +1 C'. 1 1.1 L 11 L ' a4 1 1L
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11.2 A party may terminate this Agreement only for a material breach of
the Agreement by the otherparty, ——p =- p —-~"~ '-. Scc '= . '.~
only after giving written notice of breach; and, only after al(owing
the other party thirty (30) days to cure or commence taking
reasonable steps to cure the breach.

11.3 In the event this agreement is terminated by the DISTRICT prior to
the DISTRICT's payoff of UMG'S loan dated April 1, 2009, which is
being forgiven over time, the DISTRICT agrees to pay UMG the
unamortized balance of the note as of the date of termination ,'as set
out in Appendix E.

If either oartv elects not to renew or extend the current term lof thecontract. thev shall aive the other nartv six (61 months one ~:='..dred
ei= ~.'I !"";"written notice of their decision.

11.4 Upon notice of termination by DISTRICT, or the contract s not
renewed, UMG shall assist DISTRICT in assuming or trans(erring
operation of the Project, for a period up to six (6) months fry thedate of notice of termination or non-renewal. UMG's compensationfor such services shall be its costs not otherwise uncui;ed in
operation of the Project. If additional Cost is incurred by UMG atrequest of DISTRICT, DISTRICT shall pay UMG such Cost (vithin
thirty (30) days receipt of invoice.

11.5 Upon termination of this Agreement and all renewals and extensionsof it, UMG will return the Project to DISTRICT in the same conditionas it was upon the effective date of this Agreement, ordinary wearand tear excepted. Equipment and other personal prbpertypurchased by UMG for use in the operation or maintenance lof theProject shall remain the property of UMG upon termination of this
Agreement unless the property was directly paid for by DISTRlCT orDISTRICT specifically reimbursed UMG for the cost incurred topurchase the property or this Agreement provides to the contrary.This provision is subordinated to the terms set out in Section 2.25.

12. DISPUTES AND FORCE MAJEURE

12.1 In the event activities by employee groups or unions unrels)ted toUMG cause a disruption in UMGs ability to perform at the P~oject,DISTRICT, with UMGs assistance or UMG at its own option, mayseek appropriate injunctive court orders. During any ~ suchdisruption, UMG shall operate the facilities on a best-efforts basisuntil any such disruptions cease.
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12.2 Neither party shall be liable for its failure to perform its obligations
under this Agreement if such failure is due to any Unforeseen
Circumstances.

Both parties indicate their approval of this Agreement by their signatures below,
and each party warrants that all corporate or governmental action necessary to
bind the parties to the terms of this Agreement has been and will be takerI.

MOUNTAIN WATER DISTRICT UTILITY MANAGEMENT GROUP) LLC

By

Name:

Title:

Date:

By

Name:

Title:

Date:

L7 ! [age
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Agreement For Operations,
Maintenance and Management Services

THIS AGREEMENT is entered into this day of 2"-. , QQ442013, effective the I>'ay of Je" "=„QQl-I- 2013, by andbetween:

Mountain Water District, with its principal address at 6332 Highway, P.O. Box3157, Pikeville, Kentucky 41502 (hereinafter "DISTRIC1 )

AND

UTILITY MANAGEMENT GROUP LLC, with its principal address at 500 SummitDrive, P.O. Box 663, Corbin, Kentucky 40702 (hereinafter 'UMG").

WHEREAS, DISTRICT owns and provides for the operation of water, wastewaterand related treatment, collection and distribution facilities described onAppendix B; and

WHEREAS, DISTRICT desires to employ the services of UMG in the operation,maintenance and management of these facilities and UMG desires to pe'rformsuch services for the compensation provided for herein.

NOW, THEREFORE, in consideration of the mutual covenants and agreements
I . GENERAL

1.1 Definitions of words and phrases used in this Agreement and theattachments are contained in Appendix A.

1.2 All land, buildings, facilities, easements, licenses, rights-oI'-way,
equipment and vehicles presently or hereinafter acquired or ownedby DISTRICT shall remain the exclusive property of DISTRICT +lessspecifically provided for otherwise in this Agreement.

1.3 This Agreement shall be governed by and interpreted in accor)lancewith the laws of the Commonwealth of Kentucky.

tions
written

1.4 Neither this Agreement, nor any of the rights or obligahereunder, may be assigned by UMG without the priorconsent of the DISTRICT.
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1 .5 All notices shall be in writing and transmitted to the party's a)dressstated above. All notices shall be deemed effectively given when
delivered, if delivered personally or by courier mail service, i.e.,
Federal Express or Airborne Express, delivered after such notice hasbeen deposited in the United States mail postage prepaid, if mailed
certiTied or registered U.S. mail, return receipt required; or received
by the party for which notice is intended if given in any;other
manner.

1.6 This Agreement, including its Appendices, is the entire Agreement
between the parties. This Agreement may be modified only by veitten
agreement signed by both parties. Wherever used, the terms "UMG"
and 'DISTRICT" shall include the respective officers, agents,directors, elected or appointed oQicials and employees and, where
appropriate, subcontractors or anyone acting on their behalf.

pnt is
id oi

)n full
aired or

1.7 If any term, provision, covenant or condition of this Agreem
held by a court of competent jurisdiction to be invalid, vqunenforceable, the remainder of the provisions shall remain
force and effect and shall in no way be affected, imp

'nvalidated.

1.8 It is understood that the relationship of UMG to DISTRICT is that ofindependent contractor and nothing in this Agreement shall createthe relationship of partnership or joint venture. The sepricesprovided under this Agreement are ofa professional nature and shallbe performed in accordance with good and accepted industrypractices for contract operators similarly situated. However,~ suchservices shall not be considered engineering services and nothingherein is intended to imply that UMG is to supply professionalengineering services to DISTRICT unless specifically stated in thisAgreement to the contrary.

1.9 If any litigation is necessary to enforce the terms of this Agreement,the prevailing party, the party determined not to be in default or inbreach of the Agreement shall be entitled to its cost and reasonableattorney fees which are directly attributed to such litigation inaddition to other relief to which it may be entitled. If both sid'es arefound to have defaulted or be in breach each will pay their own cost,and attorney fees.

1.10 Nothing in this Agreement shall be construed to create in any, thirdparty or in favor of any third party any right(s), license(s), pqwer(s)or privilege(s).

2 ) Pape
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1.11 This aereement sets forth the entire aereement between the oartiesand fullv sunersedes all nrior and/or verbal aareements or
understandine between the narties which certain to the subiectmatter hereof. However. the DISTRICT shall remain liable for anvoutstandine debt and anv other accrued liabilities due UMG. I

1.12 This aareement mav be executed in two or more counteroarte. eachof which shall be deemed an oriainal. but all of which toaethe) shallconstitute one in the same documents.

2.1 UMG's SERVICES - GENERAL

2.1 UMG will staff the Project with employees who have met apprqpriatelicensing and certification requirements of the Commonwealth ofKentucky. UMG warrants that it will maintain the nec(:ssarylicensed and certified personnel as may be required by the
Commonwealth of Kentucky for operation of the Project.

2.2 UMG shall provide ongoing training and education for appropriatepersonnel in all necessary areas of modem water and/or wastewaterprocess control, operations, maintenance, safety, and supervisoryskills.

2.3 UMG shall develop and/or supply and utilize computerizedprograms for maintenance, process monitoring and fin~ancialcontrol. In the event this agreement is terminated for any reason,UMG shall provide the DISTRICT within thirty (30) days of notice allcomputerized programs, codes, records, mans. instruction ma)iuals,and any other items necessary for DISTRICT to execute a completetransfer of their records and the operating systems necess'ary toaccess and maintain the same. The DISTRICT aerees to aoolv andpav for anv and all software licenses necessarv to transfer thd sameto the DISTRICT.

2A Within forty-five (45) days after the Commencement Date, UhfG willprovide a physical inventory of DISTRICTS vehicles, aad equipmentand tools in use at the Project and a general statement as ~to thecondition of each vehicle or piece of equipment. In the event thisAgreement is terminated for any reason, UMG will provide ~to theDISTRICT, a physical inventory of DISTRICT S vehicles andequipment, and a general statement as to the condition of eachvehicle and piece of equipment within ninety (90) days of the 'end ofthe contract. If UMG fails to do so. then the DISTRICT mav take itsown inventorv.

I
fpag'e
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2 5 Within forty five (45) days after the Commencement Date, U G will
provide DISTRICT with a physical inventory of chemicals andi other
consumables on hand when UMG begins services under this
Agreement. Such chemicals and consumables will be made available
to UMG in connection with its performance under this Agreement.
UMG will provide DISTRICT with the same quantity of cbemiq s or
equivalent upon termination of this Agreement. If UMG fails to do
so. then the DISTRICT mav take its own inventorv,

2.6 UMG shall be responsible for maintaining all manufacturers
warranties on new equipment purchased by DISTRICT and, shall
assist DISTRICT in enforcing existing equipment warranties and
guarantees. UMG shall keen a record of all such warranties ibr the
DISTRICT. I

I

2.7 On or before October 1" of each vear UMG shall provide the
DISTRICT an annual schedule for oreventive maintenance.ialonz
with an estimated budaet for the DISTRICT owned eouiomen't wish

Thev shall reoort to the DISTRICT on a menthlv
basis what shat preventive maintenance is being performed on
DISTRICT% owned equipment in accordance with manufac6uer's
recommendations at intervals and in sufficient detail as may be
feasibility determined by the DISTRICT. Such a maintenance
program shall include documentation of corrective snd prevI.ntive
maintenance.

2.8 UMG shall operate, maintain and/or monitor the Project oiI a 24
hour per day, seven-day per week schedule.

2.9 Visits may be made at a reasonable time by DISTRICTS employees,
board members or designated DISTRICT's representative.

~

UMG
shall nrovide @keys for the Project c~"" b= —""dcd to the
DISTRICT'S Administrator. The Administrator shall sian a receiot for
anv kevs received. «y U.""~ "——-~ "'-'"-.All visitors to the Project
shall comply with UMGs operating and safety procedures.

2.10UMG shall provide a 24 hour/day 7 days per week customer Service
phone number.

make

$, for
mply

Iitions

2.11 UMG will implement and maintain an employee safety pro
compliance with applicable laws, rules and regulations and
recommendations to DISTRICT regarding the need, if an
DISTRICT to rehabiTitate, expand or modify the Project to c
with governmental safety regulations applicable to UMGs oper

4 ! vase
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hereunder and with federal regulations promulgated pursuant to theAmericans With Disability Act ("ADA").

2.12 UMG may modify the process and/or facilities to achieve theobjectives of this Agreement; provided, however, no modificationshall be made without DISTRICTS prior written approval.

2.13 In any emergency affecting the safety of persons or property UMGmay act without written amendment or change order, at |UMGsdiscretion, to prevent threatened damage, injury or loss. UMG shallbe compensated by DISTRICT for any such emergencyI worknotwithstanding the lack of a written amendment. i Suchcompensation shall include UMGs reasonable costs for theemergency. Such cost and the basis for which they were incurredshall be detailed to the Board in any request for additionalcompensation.

2.14 As required by law, permit or court order, UMG will prepare plantperformance reports and submit them to DISTRICT for signatureand transmittal to appropriate authorities on a timely basis. ',

uired
Water
r local

hcense

2.15 UMG will provide laboratory testing and sampling presently reby plant performance portions of the NPDES permit, the CleanAct, the Safe Drinking Water Act, and/or any federal, state orules and regulations, statutes or ordinances, permit orrequirements or judicial and regulatory orders and decrees.

solid
RICTS
t and

sposal
and/or
ance of

2.16 UMG will provide for the collection, hauling and disposal
of'aste,screening, grit, sludge and scum PVaste'j to DISTexisting or approved disposal sites. It shall be the sole rigIIresponsibility of DISTRICT to designate, approve or select

di,'itesto be used by UMG for DISTRICTS Waste. All Wastebyproduct treated and/or generated during UMGs performservices is not and will not be considered property of UMG.

2.17 UMG shall provide all the administrative and financial functionsnecessaiy to effectively operate the business affairs of the DISTRICT,except as designated by the DISTRICT. Those excentions are thoseduties assianed to the DISTRICT's Administrator. financial bfficerand CPA. UMG shall submit a monthly report to the DISTRICT thatillustrates in summary, how much of the current month and year todate invoices submitted by UMG to the DISTRICT, are rela'ted towater services and how much are related to waste water services.The summarv shall also renort the direct ooeratine costs fori water

s [ page
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services and waste water services on a monthlv and vear to datebasis.

2.18 UMG shall consult with the DISTRICTS Commissioners prior toreplacement of the Project Manager.

2.19 UMG shall comply with all of the DISTRICT's policies and procedures
in operating the DISTRICT, and UMG's Project Manager shall certify
monthly to the DISTRICT's Board that all operations and activitiesunder their control have been in compliance with the Board's
policies and procedures.

UMG shall submit to the DISTRICT monthly, all reports of projectactivities in accordance with the DISTRICTs policies and form'a.ts.

2.20 UMG shall provide for monthly meter reading and billing. All amountsbilled and received on behalf of DISTRICT are the property ofDISTRICT and shall be promptly deposited into a bank accountdesignated by the DISTRICT. Customer Service offices shIiII be
maintained at locations approved by the DISTRICT.

oiling
pIlted
RICT.

2.21 UMG shall provide its reasonable business efforts in con<unaccounted for water loss. A monthly report of system acco
Ior/unaccounted for water loss shall be submitted to the DIST

2.22 UMG shall comply with all applicable federal, state and local laws,regulations and rules as they may be applicable to the operation ofthe DISTRICT's water and waste water systems and the DISTRICT's
operations.

2.23 UMG will seek sources of government grants and loads forconsideration by the DISTRICT. The DISTRICT must approve inadvance all application for such funding.

2.24 To protect the DISTRICT and allow for continuity of service UgG willpost a surety bond or other surety in the amount of $1,000,$00 toensure faithful performance of its contract obligations. Such suretyshall be released upon termination of this Agreement andcompliance by UMG with its obligations hereunder.

2.26 Notwithstanding anything herein to the contrary UMG agrees toreplace the DISTRICT's capital assets that are not an integral partof the DISTRICT's water/sewer production, treatment,! anddistribution and/or collection systems. If UMG determines thatreplacement of capital assets is not essential for their continuing

s ! page
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performance under this agreement, they shall notify the DISthat they do not wish to replace an asset, with an explanatio
why. If the DISTRICT agrees, the asset will be removed froDISTRICT's asset list. If the DISTRICT does not agree, VMG
required to replace the asset. UMG shall submit to the DIST
the November DISTRICT meeting a capital budget requestnext calendar year for approval by the DISTRICT. UMG ma
subsequent request for a capital asset by petitioning the DIS

For those capital assets that cost less than S1,500, UMG willpurchase and pay for the same. For those that cost more thanS1,500, they may also be purchased and paid for by UMG or atUMG's option may be financed in the DISTRICT's name, subject toprior approval by the DISTRICT, and all such loan payments shallbe made by UMG as long as this contract remains in effect. |At theend of the contract terin, or upon early termination, if there are anyoutstanding loans that have been approved by the DISTRICT, !whichare due and owing, the DISTRICT agrees to pay the balance ~of thesaiile.

All assets acquired under this paragraph, except as hereinafterprovided, will be titled in the DISTRICT's name. Any capital assetsthat UMG acquires, at its discretion, that is not replacements~of theDISTRICT's assets, and/or which are not solely dedicated for Use atthe DISTRICT's project, shall be titled in the name of UMG and paidfor by UMG.

Notwithstanding the above. anv individual tool ourchased for tIMG'suse in the ooeration of the DISTRICT that cost more than 8250 shallbe oaid for bv the DISTRICT. and charged to its reoair andmaintenance budget. Anv tool ourchased for UMG's use m theooeration of the DISTRICT that cost less than $250 shall be otud forbv UMG. All such tools shall be the orooertv of the DISTRICT.

2.26 Routine repair and maintenance of any real property uti!ised byUMG in the performance of its duties under this contract will bedone and paid for by UMG. If such improvements require financing,it will be done pursuant to the capital acquisition procedure outlineabove. This excludes any major renovation or expansion direqted bythe DISTRICT, which will be paid by the DISTRICT.

2.27 UMG will submit to the DISTRICT bv no later than OctobeiI I"ofeach vear. a reoair and maintenance budget and caoitsl bud! et forthe next fiscal veer. It shall include anv item alreadv tundercontract. but not vet caid. The R8sM Budeet shall inclu'de an

I ! Page
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allowance for anv unforeseen repairs based on the DISTRICT's
actual experience for such items over the last three (3!vears.,

2.28 All repairs and maintenance exoenditures shall be approved inadvance bv the DISTRICT's Administrator. unless an emer'eency
situation exist. Anv emereencv situation will be reported to the
Administrator or Chairperson within twentv-four (24! hours ofnotice of the situation. All reouests will be supported bv a'.work
order. UMG shall submit a monthlv accountine to the DISTRICTdetailine all repair and maintenance expenditures. includine a briefexplanation of the work done and whv it was necessarv,!If anexpenditure for repair and maintenance is eoine to exceed the
monthlv budeet set forth above. then such expenditures sh'all beapproved in advance bv the DISTRICT Administrator. unless anemereencv situation exist.

2.29 All riurchases made bv UMG usine the DISTRICT's Tax IdentiTic!ationNumber shall onlv be for those items utilized in the operation of theDISTRICT. UMG shall not co-minele. store ar have delivered. parts.materials. chemicals or sllpplies used for anv other custoMer 6n theDISTRICT's prooertv. nor will the DISTRICT's parts. materials.chemicals and supolies be stored on anv other customer's propertvwithout the exoressed prior written consent of the DISTRICT.;
UMG'S SCOPE OF SERVICES - WASTEWATER

3.2

3.3

This Article shall apply to UMGs operations, maintenance andmanagement services for the DISTRICTS wastewater systems.',

Within the design capacity and capabilities of the Waste TreatmentPlant(s) described in Appendix B, UMG will manage, operate andmaintain the Plant(s) so that effluent discharged from the Pl'ant(s)outfalls meets the requirements specified in Appendix C-l.UMG will perform all Maintenance and Repairs for the Project, andsubmit a monthly accounting to DISTRICT detailing all expendituresincurred, along with a brief explanation of the work done and why itwas necessary

3.4 UMG will pay all Costs incurred in normal wastewater utilityoperations. Any cost determined to be abnormal, for whichadditional compensation is sought, shall be submitted tb theDISTRICT for approval along with an explanation of why it wasdetermined to be abnormaL

8 ! i'age
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UMG'S SCOPE OF SERVICES - WATER

4.1 This Article shall apply to UMGs operations, maintenance andmanagement services for the DISTRICTS drinking water treatment
system.

4.2 Within the design capacity and capabilities of the Water Tresjtment
Plant(s) described in Appendix B, UMG will manage, operate andmaintain the Plant(s) so that water produced from the Plant(s) ,'meetsthe requirements specified in Appendix C-2.

4.3 UMG shall operate the water treatment plant(s), pump station(s),and provide for all laboratory testing requirements.

4.4 UMG will perform all Maintenance snd Repairs for the Project, andsubmit a monthly accounting to DISTRICT.

4.5 UMG will pay all Costs incurred in normal Water operations. Anycost determined to be abnormal, for which additional compen'sationis sought, will be submitted to the DISTRICT for approval along withan explanation of why it was determined to be abnormaL

4.6 UMG will periorm all maintenance and repairs for the project, andsubmit a monthly accounting to the DISTRICT detathng allexpenditures incurred, along with a brief explanation of the workdone and why it was necessary.

UMGs SCOPE OF SERVICES - WASTEWATER COLLECTION SYSTEMAND WATER DISTRIBUTION SYSTEM

5.1 This Article shall apply to UMGs services for the DISTRICTSwastewater collection system and potable water distribution system.
5.2 The scope of UMGs services for the Maintenance and Repairiof thecollection system and the distribution system are set fotth inAppendices C-3 and C-4, respectively.

cbons
tank

, valve
all-outs,

5.3 UMG shall provide for all daily operation and maintenance funsuch as line Repairs, customer connections, line and,maintenance, meter replacement, leak detection, line flushingexercise, system inspection, line locations, and emergency cetc.

9 ( >age
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6.1 The DISTRICT shall fund all necessary Capital Expenditures,
as otherwise provided herein. Such funding shall be provided
(i) in advance from the DISTRICT to UMG if the DISTRICT re
that UMG contract for such Capital Expenditure or (ii) the DIS
shall contract for such Capital Expenditure directly. Prioritie
be given to safety and the ADA related expenses described in S2.12. Any loss, damage, or injury resulting from the DIST
failure to provide capital as reasonably required by UMG s
the sole responsibility of the DlSTRICT provided that UM
timely notified the DISTRICT of the need for the capital expen
and has provided sufficient lead time for acquisition and uti
of the same. Otherwise any such loss damage or injury shall
sole responsibility of UMG.

6.2 The DISTRICT shall keep in force all Project warranties, guaratitees,easements and licenses that have been granted to DISTRICT aqd arenot transferred to UMG under this Agreement. UMG shall eep inforce all Project warranties, guarantees, easements and license
transferred to them under this Agreement.

6.3 The DISTRICT shall pay all ad valorem, property, fran'chise,
occupational and disposal taxes, or other taxes associated wi)h the
Project other than taxes imposed upon UMGs net income and/orpayroll taxes for UMG employees.

In the event UMG is required to pay any sales tsx or use ton(es onthe value of the services provided by UMG hereunder such pay(nentsshall be reimbursed by the DISTRICT unless the DISTRICTfurnishes a valid and properly executed exemption cert)ficaterelieving the DISTRICT and UMG of the obligation for such taxes.Any items purchased by the DISTRICT to save sales taxi for apurchase UMG is required to make on behalf of the DISTRICT) shallbe reimbursed by ULIG within fifteen (15) days from the d'ate ofinvoice to UMG. UMG shall make all such invoices on behalf~of theDISTRICT to UMG on the next business date after the DISTRICT hasmade any purchase referenced above.

6.4 The DISTRICT shall provide UMG with full use of any and all piecesof DISTRICTS heavy equipment that are available so that UMG maydischarge its obligations under this Agreement in the most) cost-eifective manner.

iO ) Page
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6.5 DISTRICT shall provide all registration and licenses for DISTRICT'S
vehicles used in connection with the Project.

6.6 DlSTRICT shall provide for UMGs exclusive use of all vehicles and
equipment presently in full time use at the Project except as may beotherwise designated from time ta time by Agreement.

6.7

6.8

DISTRICT shall provide I'or UMG access to all easements, right-al-
ways, and access to discharge UMGs obligation under thisAgreement.

The DISTRICT may hire an Administrator to assist the DISTRICT inthe oversight of its operations and business affairs.; TheAdministrator's office shall be located in the DISTRICT headquartersand the Administrator shall have full access to all of the DISTRICT's
operating and financial records.

UMG agrees to provide administrative assistance to theAdministrator, which shall not exceed fifteen (15) hours per <eek.
6.9 DISTRICT shall promptly review and consider any request by UMGfor any additional Capital Expenditures or Costs incurred by UMG.

6.10 The DISTRICT will be responsible for the purchase of all capitalasset:s (additions and replacements) that are an integral part)of theDISTRICT's Water/Sewer production, treatment, distributionand/or collection systems.

COMPENSATION

7.1 UMGs compensation under this Agreement shall consist ~of anAnnual Fee as set forth herein. The Annual Fee for t."h fiirAd e V L L L 11 L r IL 1, 1 I lh' 1D 1 JQp L hl I 11 lh1 1 1 1 hh1D IL I 'h LepD I
DD1 hhle L IIL e'7 al1 hhh lted:ig hhh HALI,I L

Ul'IL'lfJ1 L 11 L d 14 lL I I\
7

Jl'013shall be $7 604 802 00(8633.733.00 rler monthl. ororated to the effective date df thisagreement. The annual fee for 2014 end ""& shall be g7.7' 7",87.181.618!~6".3.230.9 $598.468.16 ner monthb subiect 'to theDISTRICT having been granted. and imolemented a rate incre'ase bvthe Public Service Commission sufficient to cover this increased fee.If the DISTRICT does not receive a rate increase. or receives one thatis not sufficient to cover this increased fee. then the current 'fee for2013 will remain in olace for 2014 and 2015. If a rate in'crease

Ivage
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sufficient to cover the increased fee is imolemented after Janttarv 1.
2014. then UMG's increased fee set out above will be ororatedl to the
date the rate increase is imolemented. If the Public Service
Commission determines that anv of UMG's costs are unreaso'nable.
thenen ~ sL s LI C 'll L 11 Ll

fee would be reduced bv that amount.
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7.2 On or before Aoril 1*'feach vear. UMG shall nrovide the DISTRICT
a detailed financial reoart of its costs to ooerate the DISTRICT! Such
reoort shall also allocate exoenses between water and Isewer
ooerations.

7sg In the event the DISTRICT should make application to PSC foiI a rate
increase in any of its services, UMG agrees to provide the DISTRICT
a copy of any and all necessary information required by the PSC for
such application.

lf the DISTRICT elects to verify any information which is required by
the PSC, or to conduct rate study, UMG agrees to allow the
DISTRICT's duly authorized agents access to its records to verify the
information provided by UMG.
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7.64 Any additional expenses, reasonably incurred by UMG, includingovertime wages as a result of severe weather, a natural disaster orother unplanned events outside of the normal course of operations,will be invoiced by UMG to the DISTRICT for reimbursement inaccordance with Section 8.2.

Any additional expense, reasonably incurred by UMG as set forth inthe above paragraph, for which the DISTRICT is eligible forreimbursement by a third party (i.e., FEMA), UMG agrees to deferpayment from the DISTRICT for such expenses until the DISTRICTreceives approval for reimbursement from the third party.
The DISTRICT agrees to pay UMG interest on any expenses paid byUMG described in the above paragraph at the then prime rate ofinterest charged by Community Trust Bank of Pikeville, Ken'tucky.Interest would start to accrue six months after the third party hasapproved the DISTRICT's application for reimbursement and r'un onthe outstanding balance until paid in full. Approval shall be definedas that date when the third party accepts the DISTRICT's applicationIor reimbursement. If they DISTRICT's application does not r'eceivefinal approval, or final approval is delayed due to UMG's failure toproperly process the application or the information therein correctly,then the time table for starting the accrual of interest will not startuntil the necessary corrections are approved.

PAYMENT OF COMPENSATION

8.1 One twenty-fourth (I/24) of the Annual Fee for each Agreemeqt Yearshall be due and payable on the I«and the 15Th of each month

13 ] 'iva ge
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during such Agreement Year for service provided in accordance toArticles 7.1 "-.".. of this Agreement.

invoice
Article

be
ppriate

8.2 All other compensation to UMG is due upon receipt of UMGsand payable within fifteen (15) days, except as provided in7.6. Any and all request for additional compensation
supported by a detailed cost analysis evidenced by apprinvoices to be attached to the request.

8.3 DISTRICT shall pay interest at an annual rate equal 'to theDISTRICTS designated financial institution's prime rate onpayments not paid and received by UMG within thirty (30) calendardays of the due date, such interest being calculated from t)ie duedate of the payment. In the event the charges hereunder~ mightexceed any limitation provided by law, such charges shall bereduced to the highest rate or amount within such limitation.

SCOPE CHANGES

9.1 A Change in Scope of services shall occur when and as UMGs Costsof providing services under this Agreement significantly change as aresult of'ne of the following:

9.1.1 Any change in Project operations, personnel qualificationsor staffing or other cost which is mandated or otherwise
required, by a change in law, rule or regulation or anj actionor forbearance of any governmental body having jurisIiictionto order, dictate or require such change.

9.1.2 The DlSTRICT'S request of UMG and UMGs conJent toprovide additional services beyond what is provided in thisagreement and routine growth of current services.

9.2 For Changes in Scope described in Sections 9.1.1and 9.1.2, theAnnual Fee shall be increased (or decreased) in an amount e(Iual toUMGs additional (or reduced) Cost associated with the Change inScope.

10. INDEMNITY AND LIABILITY INSURANCE

10.1 UMG agrees to indemnify and hold DISTRICT harmless against anyand all claims, suits, actions, deeds, damages, cost, charge andexpenses, including court cost and reasonable attorney fees, andagainst all liability, losses and damage of any nature whatev'er thatDISTRICT shall or may.at any time sustain arising from the
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operation of this Agreement other than those arising irom the
DISTRICTS negligence or willful misconduct,

10.2 DISTRICT agrees to indemnify and hold UMG harmless against anyand aH claims. suits. actions. deeds. damages, cost. charge andexpenses, including court cost and reasonable attorney fees, andagainst aH liability. losses and damage of any nature whatever that
UMG shall or may at any time sustain as a result of DISTfUCTS
negligence or wififul misconduct.

10.3 UMG shall be liable for those fines or civil penalties imposed by a
regulatory or enforcement agency for violations occurring on or afterthe Commencement Date, of the effluent quality requirements
provided for in Appendices C-I and C-2 that are a result of UMGs
negligence. DISTRICT wiH assist UMG in contesting any sucij finesin administrative proceedings and/or in court prior to any paintby UMG. UMG shall pay the cost of any such contest.

y any
G that

directly
0 hold

ahd/or

10.4 UMG shall be liable for aH fines or civil penalties imposed bregulato1y or enforcement agencies on DISTRICT and/or UMare not a result of DISTRICTS negligence or are otherwise
related to the operation oi'he Project and shall indemnify anDISTRICT harmless from the payment of any such fines
penalties.

10.5 Indemnity agreements provided for in this Agreement shall sjJrvivethe termination of the Agreement.

10.6 Each party shall obtain and maintain insurance coverage of p typeand in the amounts described in Appendix E. Each partyj shallprovide the other party with satisfactory proof of insurance.

11. TERM. TERMINATION AND DEFAULT

11.1 The IBNial term of this Agreement shall ~" ""-',",'; -"—cc-.=.",'nc'-.g
begin on J" '..i Snab I.

, 2013. and end onDecember 31. 2015. Each period during the term commencingJanuary 1 and ending the following December 31 shall be referredtoasan "AgreementYear" r "—-"+L(A++jLAP I tl(la<LV
L A
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11.2 A party may terminate this Agreement only for a material breach of
the Agreementby the otherparty =-"—~"-—"—"-"'- o—~-'- '

'nlyafter giving written notice of breach; and, only after allowing
the other party thirty (30) days to cure or commence ~g
reasonable steps to cure the breach.

11.3 In the event this agreement is terminated by the DISTRICT prior to
the DISTRICT's payoff of UMG'S loan dated April 1, 2009, wPch is
being forgiven over time, the DISTRICT agrees to pay UMG the
unamortized balance of the note as of the date of termination, as set
out in Appendix E.

If either oartv elects not to renew or extend the current terms of the
contract. thev shall rive the other oartv six (61 months =-.-= ..='-.".-="
=i="....!'."=;—written notice of their decision.

Upon notice of termination by DISTRICT, or the contract iis not
renewed, UMG shall assist DISTRICT in assuming or transferring
operation of the Project, for a period up to six (6) months from the
date of notice of termination or non-renewal. UMG's comper(sation
for such services shall be its costs not otherwise uncured in
operation of the Project. If additional Cost is incurred by UMG at
request of DISTRICT, DISTRICT shall pay UMG such Cost swithin
thirty (30) days receipt of invoice.

11.5 Upon termination of this Agreement and all renewals and extensions
of it, UMG will return the Project to DISTRICT in the same condition
as it was upon the effective date of this Agreement, ordin+ wear
and tear excepted. Equipment and other personal pr'operty
purchased by UMG for use in the operation or maintenance~ of the
Project shall remain the property of UMG upon termination 'of this
Agreement unless the property was directly paid for by DISTINCT or
DISTRICT speciTically reimbursed UMG for the cost incurred to
purchase the property or this Agreement provides to the contrary.
This provision is subordinated to the terms set out in Section 2.25.

12. DISPUTES AND FORCE MAJEURE

12.1 In the event activities by employee groups or unions unrelated to
VMG cause a disruption in UMGs ability to perform at the project,
DISTRICT, with UMGs assistance or UMG at its own option, may
seek appropriate injunctive court orders. During

snye'uch

disruption, UMG shall operate the facilities on a best-effort/ basis
until any such disruptions cease.

16 ) tasse
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xo~'2.2

Neither party shall be liable for its failure to perform its obligations
under this Agreement if such failure is due to any Unforeseen
Circumstances.

below,
gary to

Both parties indicate their approval of this Agreement by their signatures
and each party warrants that all corporate or governmental action neces
bind the parties to the terms of this Agreement has been and will be taken

MOUNTAIN WATER DISTRICT

By:

Name:

Title:

Date:

UTILITY MANAGEMENT GROUP( ~ LLC

By:

Name:

Title

Date:



DAYID C. STRATTON
dcstrattonsetel.corn

DANIEL P. STRATTON
dpstratton@setel.corn

BRANDT M. SPEARS
bmspearssetel.corn

STRATTON I AW FIRM, P.S.C.
POST OFFICE BOX 1530

PIKEVILLE, KENTUCKY 41502
TELEPHONE: (606) 437-?800
FACSIMI LE: (606) 437-7569

October 7, 2013

HENRY D. STRATTON
(1925-1989)

P. B. STRATTON
(1874-1953)
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Roy Sawyers, Administrator
Mountain Rater District
Post Office Box 3157
Pikeville, Kentucky 41502
Via email: rsawvers{Rmtwater.or{

Re: Mountain Water District/UMG Contract
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Roy:

Please find enclosed a summary of the issues that my notes reflect are still
outstanding concerning final resolution of the contract.

The first issue of course is compensation. On June 18, 2013, we offered a 2%
increase over their base rate, which would be calculated on 2013 contract at
$7,604,802.00, minus RSM expenses, 5564,000.00, for a base rate of
87,040,802.00. That number multiplied by 2% is 4140,816.04. Therefore, the
2014 fee would be $7,181,618.00and a 2% over the 2014 base rate, as adjusted,
would be 57,325,241.00 for 2015. Any fee increase would be subject to the
district receiving a rate increase from the PSC, sufficient to cover same and subjet
to all of UMG's costs being approved by the PSC. To the extent any costs were
disallowed by the PSC, their base rate would be reduced accordingly.

On or about June 21, 2013, UMG rejected this offer, stating they want a 2% raise
for 2014, effective January 1, 2014, regardless of whether or not a rate increase
is approved. Further, they will not agree to deduction in their fee based upon any
costs that are disallowed by the PSC. Third, they are asking for full payment of
the $147,000.00 that we owe them (580,000.00 on the 2012 R8rM overages and
$57,000.00 due from the contract when it was last amended.) Four, they
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Roy Sawyer
October 7, 2013
page 2 of 4

requested a fee adjustment for increases in electrical, fuel, and health insurance
bills, but subsequently withdrew that proposal. Fifth, they stated that if we'e not
going to calculate ROAM in their fee schedule, that they did not see the need to pay
for the same, and that it needs to come out of the agreement entirely. Sixth, they
requested that if PSC requires them to get a third-party audit, that we would
reimburse their costs for same.

On or about June 24, 2013, these concepts were reviewed with Jack Hughes to
get his feedback, and he noted as follows:

l. 2% raise for 2014 should be retroactive, unless we otherwise have
the cash flow to pay the same.

2. He strongly believes that we need a provision to offset their fee from
any costs disallowed by the PSC. He noted that if PSC disallowed
certain expenses and we continue to pay the same, then the
commission would be subject to investigation by the PSC as to why
we continue to pay an expense that was disallowed.

((I

Q
C
L0.
(((
O
(((
E
E0
O
(6
(((I
I0.
(((
CL
(0
O
K
G
0
(0

I
Q
K0
O

(((
E
O5

3. He noted that they should pay their own audit expenses if they are
required to have one by the PSC, as that is a cost of doing business.

The other responses were not critical to the contract. The Board concurred with
Jack's concerns, as noted above.

On or about he 25 of June, 2013, I called and talked to Bob May and made the
following counteroffer:

We would give them a 2% raise for 2014, effective when the rate
increase is implemented, but it would be retroactive back to January
1, 2013, instead of effective January 1.

2. We could not agree to assume RSM expenses until we were in a
position to do so, which meant after any rate increase was approved.

3. They should pay their own audit expense, if one was required by the
PSC.

4. We would review the debt issues owed them, and be prepared to
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Roy Sawyer
October 7, 2013
page 3 of 4

develop a payment plan to get them paid, based on available cash flow.

5. I shared with them the great concern over their request not to offset
their fee for any costs disallowed by the PSC.

Bob said he would review these items with Greg and get back with us.

Subsequently, our offer was rejected, and they have requested a 2% raise for 2014
and 2015 effective at the first of the year.

We then looked at the impact of the 2012 audit, which shows that there was a
1.8%decline in revenue which, pursuant to the current contract, would adjust
their fee schedule down approximately 4140,000.00 a year, for 2014. 2013 is
currently flat, so more likely than not, there would be no adjustment for 2015.
They wanted to review the audit numbers and that has now been done.
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In the interim, Mike has bounced off of Bob, the idea of a 1% increase for 2014,
effective the first of the year, with the concession that they would forgive the
5147,000.00 in debt due them from the district. This in effect, holds them even
for this year and would result in a 1% net increase for 2015. Other issues
presented were not discussed.

The issues outstanding for our meeting with UMG today would be as follows:

1. DO they get a rate increase for 2015, and if so, how much?

2. Whether or not any disallowed costs by the PSC will be subtracted
from the value of the contract.

Assuming a reduction of RBsM expenses from the contract
calculations, will UMG continue to fund RSM until such time as we
can have sufficient cash flow to cover the same with the rate
increase?

4. Whether they will pay their audit expenses if required to have one by
the PSC.
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Roy Savryer
October 7, 2013
Page 4 of 4
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If you have any questions about this information, please contact my office.

Sincerely,

Stratton Law Firm, PSC
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DPS/gfc

cc: Mike Spears
Via email: mikesoearsQsetel. corn

Daniel P. Stratton
email: dostrattonseteLcom
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TO MViH) / UMG Contract File
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FROM Dan Stratton
DATE October 15, 2013
REGARDING: Proposed Contract Extension
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I have talked with and/or met with each of the commissioners to update
them on the status of the Committee's negotiations with UMG concerning
their contract. At our last meeting on Monday, October 7~, UMG declined
our proposal for a one percent (1%) increase in 2014, trading off the
5147,000 debt. They countered with a one percent (1%) increase in 2014
and a one percent (1%) increase in 2015, along with a contract extension
for 2016, 2017 and 2018, with each year receiving an additional one
percent (1%) fixed increase. As a part of the inducement to do that
proposal, they would reduce the 5147,000 debt we owe them to 450,000,
with a write-off on the balance.

Following that meeting, Mike, Roy and I met, and we felt that this was a
viable proposal to present to the Board with the following caveat, being that
there be a mutual option out for both sides at the end of 2015, which is
termination of the original contract. Ifwe do not get our rate increase, then
that would be a basis for getting out, or if we were otherwise displeased.
The advantages to this proposal, with the opt out, is that if we get a
substantial rate increase, then that will be ours and we will have the full
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advantage of it for five (5) years, and not have to renegotiate the contract.
If we get a rate increase and then have to renegotiate at the end of two (2)

years, then it will be a difficult negotiation because they will want a much

larger piece of the revenues, regardless of what their costs are. Also, if the

PSC reduces our rate increase based on disallowed costs, we have the out
provision if necessary, to move forward without them.

Rhonda James supports the idea of extending the contract, provided that
we have the opt-out, and there is a $90,000 reduction in our debt to UMG.

She agrees that this will allow us to move forward with the rate increase,
and then we can decide what we want to do with UMG, if anything, at the

end of 2015.
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Kelsey Friend will support the concept, however, he would prefer that we

give them the rate increase for 2014 and 2015, and apply for a rate increase
ourselves, and then give serious consideration to going independent. He

believes that we operated before, and we can do so again. Therefore, the

option out is of critical importance to him as he is not in favor of extending

the contract otherwise.

John Collins does not want to extend the contract, He believes the

community support for UMG has declined. He will not move or second

motion, but will support Board.

Prentis Adkins Does not want to extend the contract and would terminate

if he could. He will support a one percent (1%) raise for 2014 and 2015, if
debt is foregiven.

Ancie Casey would agree to extend the contract with option out and debt

forgiveness. He will support Rhonda's position. He wants an unanimous

decision.
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Spears Management and Consulting, Inc.
P.O. Box 2932

Pikeville, KY 41653

October 21, 2010

Utility Management Group
306 Island Creek Road
Pikeville, KY 41502

RE: Repair and Maintenance pass through.

Dear Bob,

During my monthly review of the Gasncial statements of the District, I asked for copies of the bills irom
UMG for the month of September. I wanted to assure thc board that the moneys we paid for R8cM were
ofisct on UhfG's Gnal invoice for the mouth ofSeptcrnber. Obviously they were not; it appears that the
Ril portion of tbe contract was taken offof your bill to the district. Mis amounted to a reduction to the
district of$42,741, however the district paid out $51,730during the month of September ibr R&M
expenditures. My understanding ofResolution No. 10-08-009 is that there is to be a direct oifset in the Inst

bill ofthc month. I spoke with Ccanmissioner lames and this was her understanding as Well. Also ifI am
not mistaken, thc board paid UMG in August for tbe period September 1-15with no offset for RAM
resulting in the District paying UMG $21,370.50 for September REM and then payhg ail the bills for
R8cM. If there is a nusunderstanding on this, I recommend we resolve this at the October meeting before
we get too 5u'nto this arrangemcnt.

Also in talking to Commissioner James, sbe indicated that shc has previously talked to you about the
AEP issue and that it is hcr undcrstandmg that the District would settle with UMG on that issue at the end
of the cuncnt contract, ifl understood her correctly.

I came across onc other issue during the review, did we address in the contract with UMG or is there a
resolution by thc Board authorizing biHing for thc water produced for the Elkborn City Project. I think this

may be an issue similar to the Lois Smith issue. 'Ihcsc arc issues that need to be addressed in the upcoming
contract negotiations as well.

Thanks for your time in this matter.

Sincerely,

Michael Spears

Cc: Rhonda lames, Dan Stratton
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DAVID C. STRATTON
d cstratton@setel.corn

DANIEL P. STRATTON
dpstrattongsetel.corn

BRANDT M. SPEARS
bmspearsgsetebcom

STRATTON I AW FIRM, P.S.C.
POST OFFICE BOX 1530

PIKEVILLE, KENTUCKY 41502
TELEPHONE: (606) 437-7800
FACSIMILE: (606) 437-7569

October 21, 2013

HENRY D. STRATTON
(1925-1989)

P. B. STRATTON
(1874-1953)

Rhonda James, Chair Person
Mountain Rater District
146 Main Street
Pikeville, Kentucky 41501
via email: rbiames6Ci3msn.corn

Kelsey Friend, III, Commissioner
Mountain Water District
1381 Lizzie Fork Road
Pikeville, Kentucky 41501
via email: kelsevfriendQkelsev.corn

Ancie Casey, Commissioner
Mountain Water District
43860 State Highway 194 East
Phelps, Kentucky 41553
email: ancie. casevpike.kvschooIs.us

Lester John" Collins, Secretary
Mountain Water District
3979 Raccoon Creek Road
Raccoon, Kentucky 41557
via email: iohnbrendacolli~a.bellsouth.net
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Prentis Adkins, Commissioner
Mountain Water District
375 Schoolhouse Road
Shelbiana, Kentucky 41562
email: tricountv41501(qqvahoo.corn

RE: MWD / UMG Contract Negotiations

Dear Board Commissioners;

Sincerely,
Stratton Law Firm, PSC

DPS/dsm
Attachment

cc: Roy Sawyers
Mike Spears

Daniel P. Stratton
email: dpstrattonseteLcom

Please be advised that Roy, Mike and I, cancelled the meeting set for today at 4:00
PM to meet with UMG concerning our counter-offer for their contract. It appears
that there is some confusion as to what our position is, and the three of us
thought it would be in the best interest to get clarity on the Board's position before
we move forward. We will discuss at an appropriate time on how the Board would
like us to proceed.
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TO

FROM

MND / UMG Contract File

Dan Stratton

DATE October 21, 2013
REGARDING: Proposed Contract Extension
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We cancelled today's meeting with UMO by stating that we did not have a

response ready to give them at this time, and that we would get back with

them when we did. Bob thanked me for the heads-up.

What caused the problem is that the memo that we asked the Board

members to sign, raised an issue with Ancie in that Rhonda had not signed

it, and when they talked on the phone, Rhonda said that was not her

preferred position, but she would go along with it. Ancie felt like we were

being deceitful to him because he told me he would agree to what Rhonda

said, and this was not what Rhonda said. We talked to Rhonda and she

reiterated that if the majority went along wit the proposal, she would go

along with it, and that there were already three people who would agree to

that position.

Mike, Roy and I, felt trapped in between a rock and a hard spot, so we

agreed to postpone the meeting accordingly.
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TO

FROM

MID / VMG Contract FBe

Dan Stratton

DATE October 22, 2013
REGARDING: Proposed Contract Extension
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REPORT TO THE BOARD

This is a status update of our contract negotiations with UMG. As you

know, we have sought to amend the contract to a fixed price in order to

apply for,a rate increase. UMG's offer to us to do that was a two percent

increase for 2014 and a two percent increase for 2015. After consulting

-- -with -the-Board Committee-,- we-agreed-to-counter--offer-wi&-one-percent-for- -——
2014 and one percent for 2015, and forgiveness of 8147,000 in debt we owe

them. We also wanted a price adjustment for any costs not allowed by the

PSC

At our meeting with them on October 7~, they rejected our counter-offer,

and made the following counter-offer. They would take one percent for

2014 and 2015, provided that the contract was extended for three more

years (2016, 2017 and 2018) with the price to be negotiated, or at least one

percent increase each year. They would agree to split the payment on the

debt we owe them with us paying them 850,000 as opposed to the full

$ 147,000.
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We brought their counter-offer back to the Committee, and after reviewing

it, we felt that it was a feasible offer, provided that we had an option out at

the end of year two (2015). Our major concession will be to concede that

any cost disallowed by the PSC would not be offset in their contract.

We met individually with each of the Commissioners. Three stated that

their first preference was not to have any extension whatsoever, while two

said their first preference would be to extend the contract with the option

out provision. All agreed if any extension was given, we had to have an

option out after two years. Everyone also wanted all of the debt forgiven.

However, everyone said that they could accept a fixed price for 2014 and

2015 at one percent each year, provided that the debt was forgiven. Some

Commissioners did not want to give them any raise at all.

Based on the fact that three Commissioners'irst preference was not to give

any extension at all, the Committee elected to put forth a proposal that

everyone said they could agree to, which was the proposal to ask for a fixed

price for two year at one percent increase each year for 2014 and 2015, and

forgiveness of the debt.
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We discussed with all of the Commissioners, what happens if we do not

reach and agreement and if termination of the contract was an option, now

or in the future. There was a split of opinion concerning termination so we

agreed not to discuss it with UMG. When confusion arose about full

support for the proposal, we postponed the meeting with UMG, as all the

Commissioners wanted unanimity for any proposal.
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Mountain Water District

Comparison of Offer vs. Current Contract
October 21, 2013

Revenues Under the Current Contract
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Contract Year
2014

2015 *

Adjustment per
Audit Annual Payment

(122,690) $ 7,482,118
7,482,118

Current Contract
$ 7,604,808 $

7,482,118

Total Revenues under Current Contract

Total Payments

$ 14,964,237
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Revenues Under the Current Offer

Contract Year
2014
2015

Current Contract
7,604,808
7,680,856

1% Increase
Annually Annual Payment

76,048 7,680,856
76,809 7,757,665
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0

Total Revenues under Current Offer

UMG Increase Before Forgiveness per Current Offer
Amounts per 2011 Contract
2012 R 8 M Overage

Total Forgivenss

Net Cash Flow per Current Offer to UMG

2014 Adjustment per Audit

57,063
81,002

15,438,521

474,284

138,065

$ 336,219

Cl
Q.
I-
lC

0
Cl

CI
N
lO
lO
Kl

CO

CI
V3

0
I-

Total Operating Revenues per 2012 Audit $ 9,157,910
Total Operating Revenues per 2011 Audit 9,333,181
Decrease in Revenue (175,271)

Current Provision for Revenue Sharing to h (52,581)
Current Provision for Revenue Sharing to L (122,690)
Shared Decrease in Revenue $ (175,271)

'015 Adjustment ls $0 Assuming Flat Revenues
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Mountain Water District
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UMG Proposal
October 21, 2013

Contract Year
2014
2015
2016
2017
2018

Base Year
2013

7,604,808.00 $
7,680,856.08
7,757,664.64
7,835,241.29
7,913,593.70

1%Annual
76,048
76,809
77,577
78,352
79,136

Annual Revenue
$ 7,680,856

7,757,665
7,835,241
7,913,594
7,992,730

Total
Forgiveness of R& M 2012 Overage

Net Cashf low to UMG Per Their Offer

Cumulative Inc.
$ 76,048

152,857
230,433
308,786
387,922

1,156,045
(81,002)

$ 1,075,043

Cd

Q
0
0.
(d
o
Cd

E
E0
O
N
CdI

CL

(d
CL
V)

CI
C0
G
K
Cd

td
O
F-0
e
Cd

E

0
0

To
Cd

LA
LQ

CO
1

CO
I
C>
P3

0
I-

C:>Documents and Settings'cmspears)My DocurnentshtTNWATER'2013 Contract RenegotianshOffer 1
Comparison

0
00
Cd

C0
I
0
E

4

N
CV

t0
I
CO

CO

I
00
O

X0
Cd

OC



Rhonda James, Chairperson

Mountain Water District

6332 Zebulon Highway

Pikeville, KY 41501

January 15, 2014
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RE: Repair L Maintenance Overage 2013

Rhonda:

I have attached an invoice to Mountain Water District in the amount of $94,717.30. This is the

cumulative amount of actual Repair 5, Maintenance expenditures in excess of the contracted amount for

calendar year 2013.
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At the bottom of the month by month billing page, there is a short summary of the outstanding amounts

owed to UMG by Mountain Water District. I realize that the District is experiencing serious cash flow

problems. However, as I'e mentioned before, the District's financial circumstance has a direct bearing

an UMG's ability to stay on top or our own cash flow.

Please let Greg or me know if there is —or will be —a time line for repayment of these funds, Knowing

the District's position on this will certainly help us in addressing UMG's Anancial needs. Again, please let

us know if there is any additiona! information that we can provide to assist you in your planning process.

Sincerely,
CI
V3

O

Bo

Attachment mwd-lnv-rm-2023.pdj

Cc: Greg May

Mountain Water District Commissioners

Ray Sawyer, IVlike Spears, Dan Stratton

287 Island Creek Road - Pikeville, Kentucky 41501
Phone 606-437-4754 - Fax.'06-437-5083
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INVOI CEO 2013
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Your Utility Experts
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MOUNTAIN WATER DISTRICT

Repair R Maintenance Over Expentiture

2013
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01/Oi/2013 - 12/31/13

Total Due

TOTAL

S94,717 30

$94,717.30
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158 Town Mountain Road, Suite 101» PRevilIe, Kentucky 41601
Phone: 606-4874754- Fax: 606-4374083
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Mountain Water District

RECAP OF R8M EXPENSES: January 1, 2013 through December 31,2013

January
February
March
April

May
June
July
August
September
October
November
December

Month R8 M

$55,250:36
$45 57747
$43,525.14
$55,687.04
$25,084.54
$54,125 48
$80,611 64

573,099.12
$80,489.75
$74,10'i.15
$44,547.98
$26,617.63

TOTALS $658,717.30

R&M Contract Payments (@$47,000 I MONTH)
CURRENT lNVOICE FOR R&M Overage 2013

$564,000.00

$94,717.30,

SUMMARY OF AMOUNTS DUE TO UMG@12/31/13
RAM Overage from 12/31/13:
4/29/13 invoice: Repairs to Turkey Toe Lift Station (out of scope)
Negotiated amount due per I/20/11 Contract Amendment:
R8 M Overage from 12/31/2012:
TOTAL AMOUNT DUE:

$94,717.80
$3,633.28

$57,062.65
$81,002.49

I $236'415 67
I
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Daniel P. Stratton

From:
Sent:
To:
Subject:

Mike Spears <mikespears@setel.corn>

Friday, February 14, 2014 10:09AM

'Daniel P.
Stratton'W:

contract

Cd0
C
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See Bobs reply. We did not discuss this as an option.

Michael R. Spears, CPA

Michael R. Spears, CPA, PSC
P.O. Box 1270
Prestonsburg, KY 41653

Phone: (606)886-8040

Circular 230 Disclosure: To ensure compliance with recently enacted U.S. Treasury Department Regulations, we are
now required to advise you that, unless otherwise expressly indicated, any federal tax advice contained in this
communication, including any attachments, is not intended or written by us to be used, and cannot be used, by anyone for
the purpose of avoiding federal tax penalties that may be imposed by the federal government or for promoting, marketing
or recommending to another party any tax related matters addressed herein.

Confidentiality Notice: The information in this e-mail, including any attachments, is for the saic use of the intended
recipient(s) and may contain confidential and legally privileged information. If you are not the intended recipient, any
Oisclosure, copying, distribution or use of the contents of this information in any manner is strictly prohibited and may be
unlawful.
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When addressed to our clients, any opinions or advice contained in this e-mail, including any attachments, are subject to
the terms and conditions expressed in our client engagement letter.

From: Bob Neyer [mailto:bmeyer@umgllc.net]
Sent: Thursday, February 13, 2014 8:04 PM

To: mikespears@setel.corn
Subject: contact

Nike-

This is a follow up to our phone conversation yesterday. Greg and I did discuss the contract renewal - subsequent to
your and my conversation last week. We have not made any definitive decision, but are willing to consider the approach
you and I talked about. SpeciTically: NWD would increase UMG's total fee by 1%each of the next two years. The
current contract term would be extended by an additional year (3:years total beyond the current year).
With regard to a fee increase in the third year, we would begin formal discussions related to a fee increase 6 months
befoie the end of the 2nd year of the contract tercm. If we are unable to negotiite an acceptable fee amount for the third

year, we would both be free to opt out of the third year within a prescribed period ofbme. We are not willing to write off
the debt which MWD owes to UMG presently. We would ask the District for a proposal as to repayment terms.
We sII have serious concerns related to both the District"s time frame for starting the rate application process and the
inadequate amount of funds ivailable on an ongoing basis for RecM. Also, we would like an assurance that our routine
monthly payments will be paid on time.
Nike, the last month and a half have been very costly for UMG as a result of extreme weather conditions. Electric costs
went through the roof, as did water purchases and overtime. This was not a normal winter - from our perspective it was
'evere weather conditions and our incremental costs should be considered out of scope expenses. Limiting UMG to a 10k

.ncrease while asking us to absorb this type of extraordinary costs out of our normal fee is an issue. Let me know your
thoughts. Bob
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Daniel P. Stratton

Sent:
To:
Subject

Mike Spears <mikespears@setel.corn>
Wednesday, February 19, 2014 1:58 PM
'Daniel P.

Stratton'W:

Contract

Michael R. Spears, CPA

Michael R. Spears, CPA, PSC
P.O. Box 1270
Prestonsburg, KY 41653

Phone: (606)886-8040

Circular 230 Disclosure: To ensure compliance with recently enacted U.S. Treasury Department Regulations, we are
now required to advise you that, unless otherwise expressly indicated, any federal tax advice contained in this
communication, including any attachments, is not intended or written by us to be used, and cannot be used, by anyone for
the purpose of avoiding federal tax penalties that may be imposed by the federal government or for promoting, marketing
or recommending to another party any tax related matters addressed herein.

Confidentiality Notice: The information in this e-mail, including any attachments, is for the sole use of the intended
recipient{s) and may contain confidential and legally privileged information. If you are not the intended recipient, any
disclosure, copying, distribution or use of the contents of this information in any manner is strictly prohibited and may be
'nlawful.
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When addressed to our clients, any opinions or advice contained in this e-mail, including any attachments, are subject to
the terms and conditions expressed in our client engagement letter.

From: Bob Meyer [rnailto:bmeyer@umgllc.net]
Sent: Wednesday, February 19, 2014 1:+}PM
To: mikespears@setel.corn
Cc: Greg May
Subject: Contract

Mike—
Pursuant to the discussion we had this morning along with Greg IVlay and Roy Sawyers, UMG's position on changes to
the current operations contract with Mountain Water District is as follows:

1. Contract term would be modified to run through December 31, 2016.
2. The current language related to UMG and the District participating 70/30 in net revenue increases (or

decreases) will be eliminated.
3. The contract fee would be increased by 1% beginning January 1, 2014 and increased by another 1% beginning

January 1, 2015. The contract fee for 2016 would be 0% increase.
4. A clause will be added, allowing either party to terminate the agreement without cause after January 1,

2016. The termination has to be written and give 120 days notice of the termination.
5. UMG is willing to forgive $118,208 of the current amount owed by the District for the 2013 Rg(M overage. A

time schedule for repayment of the balance will be negotiated and included with the contract revision.
6. It is our understanding that the board of commissioners will initiate actions within the next month or two to

begin the process for a rate increase application to the PSC.
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7. There needs to a clear understanding by the board of commissioners that any future R&M expense overages

{beginning in January 2014) will be re-paid to UMG as expeditiously as possible.
8. The clause in the present contract that provides for UIVIG to be reimbursed for additional expenses incurred by

UMG as a result of severe weather will be retained in the contract.

Greg and Bob

Bob Meyer, Controller
UTILITY MANAGEMENT GROUP> LLC

287 Island Creek Road

Pikeville, Kentucky 41501
Office 606 437.4754
Fax 606 437.5083
NOTICE: This message is intended only for the addressee and may contoin information that is privileged or
confidential. If you are not the intended recipient, or an authorized employee, agent, or representative of the Intended

recipient, do not read, copy or disseminate this messoge or any attachment. Ifyou have received this message in error,

please call the sender immediately at 606.437.4754 and delete all copies of the message and any attachments. Neither

the transmission of this message or any attachment, nor any error in transmission or mis-delivery shall constitute waiver

of any applicable legal privilege.
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Daniel P. Stratton

From

Sent:
To:
Subject

See attachment

Michael R. Spears, CPA

Mike Spears <mikespears@setel.corn >

Thursday, February 20, 2014 9:43 AM

'Daniel P.
Stratton'W:

Contract
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Michael R. Spears, CPA, PSC
P.O. Box 1270
Prestonsburg, KY 41653

Phone: (606)886-8040

Circular 230 Disclosure: To ensure compliance with recently enacted U.S, Treasury Department Regulations, we are
now required to advise you that, unless otherwise expressly indicated, any federal tax advice contained in this
communication, including any attachments, is not intended or written by us to be used, and cannot be used, by anyone for
the purpose of avoiding federal tax penalties that may be imposed by the federal government or for promoting, marketing
or recommending to another party any tax related matters addressed herein.
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Confidentiality Notice: The information in this e-mail, including any attachments, is for the sole use of the intended
recipient(s) and may contain confidential and legally privileged information. If you are not the intended recipient, any
disclosure, copying, distribution or use of the contents of this information in any manner is strictly prohibited and may be
unlawful.
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00

When addressed to our clients, any opinions or advice contained in this e-mail, including any attachments, are subject to
the terms and conditions expressed in our client engagement letter.

From: Bob Meyer [mailto:bmeyer@umgllc.net]
Sent: Thursday, February 20, 2014 9".40AM

To: Mike Spears
Subject: RE: Contract

First day for written notification of termination would be 3an 1, 2016. I'm OK with 180 days but I will also run it by
Greg. To pre-op at 12 noon today. I appreciate your prayers. Bob

From: Mike Spears [mikespears@setel.corn]
Sent: Wednesday, February 19, 2014 5:38 PM

To: Bob Meyer
Subject: RE: Contract

Bob,

We would like clarification on item 4, when is the first day that the termination letter can be given to the other
party? One other thing, I am not sure that 120 days would be enough in the event of transition. Would you leave that at
180 days?

Thanks and praying for your surgery tomorrow.
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Daniel P. Stratton

From:
Sent:
To:
Subject:

Mike Spears (mikespearsosetel.corn)
Wednesday, February 19, 2014 1:16PM

'Daniel P.
Stratton'W:

Contract revision
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See attached.

Michael R. Spears, CPA

Michael R. Spears, CPA, PSC
P.O. Box 1270
Prestonsburg, KY 41653

Phone: (606)886-8040

Circular 230 Disclosure: To ensure compliance with recently enacted U.S. Treasury Department Regulations, we are
now required to advise you that, unless otherwise expressly indicated, any federal tax advice contained in this
communication, including any attachments, is not intended or written by us to be used, and cannot be used, by anyone for
the purpose of avoiding federal tax penalties that may be imposed by the federal government or for promoting, marketing
or recommending to another party any tax related matters addressed herein.

Confidentiality Notice: The information in this e-mail, including any attachments, is for the sole use of the intended
recipient(s) and may contain confidential and legally privileged information. If you are not the intended recipient, any
disclosure, copying, distribution or use of the contents of this information in any manner is strictly prohibited and may be

I unlawful.
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When addressed to our clients, any opinions oradvice contained in this e-mail, including any attachments, are subject to
the terms and conditions expressed in our client engagement letter.

From: Mike Spears [maifto:mikespearsosetel.corn]
Sent: Wednesday, February 19, 2014 12:42 PM

To: 'Bob
Meyer'c:

rsawyersomtwater.org
Subject: RE; Contract revision

Bob,

Below are responses and my understanding when we left this morning. Maybe we misunderstood but below was what
I thought we were leaving with:

Item 3. My understanding when we left was that 2014 —1%, 2015- 1% and 2016- 0%. As I stated there is no way to
negotiate until then due to the timing of the rate increase.

Item 4. I also thought that we were going to split the R8M past.
Item 6. Until a rate increase is awarded, the district will not be able to guarantee anything untif then. We are

contractually obligated to pay you and we intend to but as I expfained until we file and receive a rate increase, our hands
are tied.

item 7. Until the rate increase, I am not sure they could incfude this cfause at thfs time. This is an item I would agree
with at the next contract negotiations.

Item 8. Please delete this line as it might be taken as offensive or threatening by the board.

((i
CL

I
(0
il

(0
N

C9

(0

1
O
C9

0

((l

Cii

0
(((
(I
(((0.

Co
I

(((

E
ill

1
I

Cll

Ol
(0
(0
CO

E
C
(D

O
A
0

X0
X



$

Michael R. Spears, CPA

Michael R. Spears, CPA, PSC
~.O. Box 1270
Prestonsburg, KY 41653

Phone: (606)886-8040

Circular 230 Disclosure: To ensure compliance with recently enacted U.S. Treasury Department Regulations, we are
now required to advise you that, unless otherwise expressly indicated, any federal tax advice contained ln this
communication, including any attachments, is not intended or written by us to be used, and cannot be used, by anyone for
the purpose of avoiding federal tax penalties that may be imposed by the federal government or for promoting, marketing
or recommending to another party any tax related matters addressed herein.

Confidentiality Notice: The information in this e-mail, including any attachments, is for the sole use of the intended
recipient(s) and may contain confidential and legally privileged information. If you are not the intended recipient, any
disclosure, copying, distribution or use of the contents of this information in any manner is strictly prohibited and may be
unlawful.

When addressed to our clients, any opinions or advice contained in this e-mail, including any attachments, are subject to
the terms and conditions expressed in our client engagement letter.

From: Bob Meyer [mailto:bmeyer@umgllc,net]
Sent: Wednesday, February 19, 2014 1:44 PM

To: rnkeepparrSseete.coo
Cc: Greg May
Subject: Contract

viike-
Pursuant to the discussion we had this morning along with Greg May and Roy Sawyers, UMG's position on changes to
the current operations contract with Mountain Water District is as follows:

1. Contract term would be modified to run through December 31, 2016.
2. The current language related to UMG and the District participating 70/30 in net revenue increases (or

decreases) will be eliminated.

3. The contract fee would be increased by 1N beginning January 1, 2014 and increased by another 1N beginning

January 1, 2015. The contract fee for 2016 would be ON increase.
4. A clause will be added, allowing either party to terminate the agreement without cause after January 1,

2016. The termination has to be written and give 120 days notice of the termination.

5. UMG is willing to forgive $118,208of the current amount owed by the District for the 2013 Rg(M overage. A

time schedule for repayment of the balance will be negotiated and included with the contract revision.

6. It is our understanding that the board of coinmissioners will initiate actions within the next month or two to
begin the process for a rate increase application to the PSC.

7. There needs to a clear understanding by the board of commissioners that any future Rg(M expense overages

(beginning in January 2014) will be re-paid to UMG as expeditiously as possible.
8. The clause in the present contract that provides for UMG to be reimbursed for additional expenses incurred by

UMG as a result of severe weather will be retained in the contract.

Greg and Bob

Bob Meyer, Controller
JTJLlTY MANAGEMENT GROUP, LLC

287 Island Creek Road
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t

Pikeville, Kentucky 41502
Office 606.4374754
Fax 606.437.50S3
NOTICE: This messageisintended oniyfor the addressee and may contain information that is privileged ar
confidential. If you are not the intended recipient, or an authorized employee, agent, or representative of the intended
recipient, do not reod, copy or disseminate this me'soge oony attachment. If you hove received this messoge in error,

please call the sender immediately at 606.437.4754 and delete all copies of the message and any attachments. Neither

the transmission of this message or any attachment, nor any errorin tronsmission or mis-delivery shall constitute waiver

of any applicable legal privilege.
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Page I of2

INike Spears
(

From: Bob Meyer [bmeyer umgllc.netj

Sent: Thursday, February 20, 2014 9:40AM

To: Mike Spears

Subject: RE: Contract

First day for written notification of termination would be 3an 1, 2016. 1'm OK with 180 days but I will aiso run it

by Greg. To pre-op at 12 noon today. I appreciate your prayers. Bob

From: Mike Spears [mlkespearsosetel.corn]
Sent: Wednesday, February 19, 2014 5;38 PM

To: Bob Meyer
Subject: RE: Contract

I3ob,

We would like clarification on Item 4, when is the first day that the termination letter can be given to the other
party? One other thing, I am not sure that 120 days would be enough in the event of transition. Would you leave
that at 180 days?

Thanks and praying for your surgery tomorrow.
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INlchael R. Spears, CPA, PSC
P.O. I3ox 1270
Prestoneburg, KY 44653

Phone: (606)886-8040
I

Circular 230 Disclosure: To ensure compliance with recently enacted U.S. Treasury Department Regulations,
we are now required to advise you that, unless otherwise expressly )ndicated, any federal tax advice contained in
this communication, including any attachments, is not intended or written by us to be used, and cannot be used,
by anyone for the purpose of avoiding federal tax penalties that may be imposed by the federal government or for
promoting, marketing or recommending to another party any tax related matters addressed herein.

Confidentiality Notice: The information in this e-mail, Including any attachments, is for the sole use of the
intended recipient(s) and may contain confidential and legally privileged information. If you are not the intended
recipient, any disclosure, copying, distribution or use of the contents of this Information in any manner is strictly
prohibited and may be unlawful.

When addressed to our clients, any opinions or advice contained in this e-mall, including any attachments, are
subject to the terms and conditions expressed in our client engagement letter.

From: Bob Meyer [mallto:bmeyeroumgllc.net]
Sent: Wednesday, February 19, 2014 1:44 PM

To: mlkespearsosetel.corn
Cc: Greg May
Subject: Contract

Mike-
Pursuant to the discussion we had this morning along with Greg May and Roy Sawyers, UMG's position on
changes to the current operations contract with Mountain Water District Is as follows:

1. Contract term would be modified to run through December 31, 2016.

2/20/2014
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Page 2 of 2

2. The current language related to UMG and the District participating 70/30 in net revenue increases tor
decreases} will be eliminated.

3. The contract fee would be increased by 1% beginning January 1, 2014 and increased by another 1%
beginning January 1, 2015. The contract fee for 2016 would be 0% Increase.

4. A clause will be added, allowing either party to ter ate the agreement without cause after January 1,
2016. The termination has to be written and giv 120 ays notice of the termination.

5. UMG is willing to forgive $11S,208of the current amount owed by the District for the 2013 R&M

overage. A time schedule for repayment of the balance will be negotiated and included with the
contract revision.

6. It ls our understanding that the board of commissioners will initiate actions within the next month or
two to begin the process for a rate increase application to the PSC,

7. There needs to a clear understanding by the board of commissioners that any future R&M expense
overages (beginning In January 2014}will be re-paid to UMG as expeditiously as possible.

S. The clause in the present contract that provides for UMG to be reimbursed for additional expenses
incurred by UMG as a result of severe weather will be retained ln the contract.

Greg and Bob

CD

0
44
E
O.
l0
Cl

CD

CD
CDI

CI.

l0
CL

O
IQ
G
CC
CD

Bob Meyer, Controller
UTIIJTY MANAGEMENT GROUP, LLC

287 Island Creek Rood
Pikeville, Kentucky 41502
Office 606.497.4?54
Fox 606.437.5089
NOTICE: This message is Intended only for the addressee and may contain information that Is privileged or
confidential. Ifyou are not the intended recipient, or an authorised employee, agent, or representotive of the
intended recipient, do not read, copy or disseminate this message or ony attachment. Ifyou have received this
message in error, please call the sender immediately at 606.437.4754 and delete all copies of the message and
any attachments. Neither the transmission of this message or any attachment, nor any error in transmission or
mis-delivery shall constitute waiver of any applicable legal privilege.
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DAVID C. STRATTON
dcstrattonesetel.corn

DANIEL P. STRATTQN
dpstrattorhmsetel.corn

BRANDT M. SPEARS
bmspearssetel.corn

STRATTON LEAF FIRM, P.S.C.
POST OFFICE BOX 1530

PIKEVILLE, KENTUCKY 41502
TELEPHONE: (606) 437-7800
FACSIMILE: (606) 437-7569

March 10, 2014

HENRY D. STRATTON
(1925-1989)

P. B. STRATTON
(1874-1953)
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Mr. Greg May
Utility Management Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501
via email: eremnavSumellc.net

Mr. Bob Meyer
c/o Utility Management Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501
via email: bmever@umzllc.net

RE: MUD/UMG Operating Agreement

Dear Greg 8 Bob:

Please find attached a revised Agreement for Operations, pursuant to our
discussions. The agreement that has been modified is our 2011 Agreement. I
would specifically address your attention to Paragraphs 1.11,1.12,2.3, 2 4, 2.5,
2.6, 2.7, 2.9, 2.17, 2.25, 2.26, 2.27, 2.28 and 2.29, which were agreed upon prior
to our discussions concerning compensation. Please review these sections
carefully, and if there is an issue, please advise.

Of course, the critical language is set forth in Section 7 and 11,which set forth
the compensation and term of the agreement. I have also added a new Section
7.6, which provides for the debt forgiveness agreed upon.
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STRATTON LAVF FXRM, P.S.C.

March 10, 2014
Page 2

I would note that in Paragraph 1.11,I have added a phrase at the end to reflect
this debt forgiveness as that had not been agreed upon when we agreed on that
paragraph. If you have any additions or corrections to this draft, please advise.

Once we have reached an agreement on the language, I will forward the contract
to the full Board. We then plan to schedule a Special Board Meeting, at which
time the contract will be submitted to the Board for approval.

I look forward to hearing from you soon.
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DPS/dsm
Attachment

cc: Rhonda James
Roy Sawyers
Mike Spears

Sincerely,
STRATTON LAW FIRM, PSC

b'a- ~~
Daniel P. Stratton
email: dpstratton@setel.corn
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Agreement for Operations,
Maintenance and Management Services

THIS AGREEMENT is entered into this day of '"-.';„"March, 2"'11 2014,
effective the l>~ day of January, ""' 2014, by and between:

Mountain Water District, with its principal address at 6332 Highway, P.O. Box
3157, Pikeville, Kentucky 41502 (hereinafter "DISTRICT")
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AND

UTILITY MANAGEMENT GROUP LLC, with its principal address at 500 Summit
Drive, P.O. Box 663, Corbin, Kentucky 40702 (hereinafter "UMG"j.

WHEREAS, DISTRICT owns and provides for the operation of water, wastewater
and related treatment., collection and distribution facilities described on
Appendix B; and
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WHEREAS, DISTRICT desires to employ the services of UMG in the operation,
maintenance and management of these facilities and UMG desires to perform
such services for the compensation provided for herein.

NOW, THEREFORE, in consideration of the mutual covenants and agreements

1. GENERAL

1.1 Definitions of words and phrases used in this Agreement and the
attachments are contained in Appendix A.

1.2 All land, buildings, facilities, easements, licenses, rights-of-way,
equipment and vehicles presently or hereinafter acquired or owned
by DISTRICT shall remain the exclusive property of DISTRICT unless
specifically provided for otherwise in this Agreement.

1.3 This Agreement shall be governed by and interpreted in accordance
with the laws of the Commonwealth of Kentucky.

14 Neither this Agreement, nor any of the rights or obligations
hereunder, may be assigned by UMG without the prior written
consent of the DISTRICT.

1 .5 All notices shall be in writing and transmitted to the party's address
stated above. All notices shall be deemed effectively given when
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delivered, if delivered personally or by courier mail service, i.e.,
Federal Express or Airborne Express, delivered after such notice has
been deposited in the United States mail postage prepaid, if mailed
certified or registered U.S. mail, return receipt required; or received
by the party for which notice is intended if given in any other
manner.

This Agreement, including its Appendices, is the entire Agreement
between the parties. This Agreement may be modified only by written
agreement signed by both parties. Wherever used, the terms "UMG"
and 'DISTRICT" shall include the respective officers, agents,
directors, elected or appointed officials and employees and, where
appropriate, subcontractors or anyone acting on their behalf.

If any term, provision, covenant or condition of this Agreement is
held by a court of competent jurisdiction to be invalid, void or
unenforceable, the remainder of the provisions shall remain in full
force and effect and shall in no way be affected, impaired or
invalidated.
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It is understood that the relationship of UMG to DISTRICT is that of
independent contractor and nothing in this Agreement shall create
the relationship of partnership or joint venture. The services
provided under this Agreement are of a professional nature and shall
be performed in accordance with good and accepted industry
practices for contract operators similarly situated. However, such
services shall not be considered engineering services and nothing
herein is intended to imply that UMG is to supply professional
engineering services to DISTRICT unless specifically stated in this
Agreement to the contrary.

If any litigation is necessary to enforce the terms of this Agreement,
the prevailing party, the party determined not to be in default or in
breach of the Agreement shall be entitled to its cost and reasonable
attorney fees which are directly attributed to such litigation in
addition to other relief to which it may be entitled. If both sides are
found to have defaulted or be in breach each will pay their own cost,
and attorney fees.

Nothing in this Agreement shall be construed to create in any third
party or in favor of any third party any right(s), license(s), power(s)
or privilege(s).

This agreement sets forth the entire agreement between the parties
and fullv supersedes all prior and lt or verbal agreements or
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understanding between the parties which pertain to the subIect
matter hereof. However, the DISTRICT shall remain liable for anv
outstanding debt and anv other accrued liabilities due UMG, except
as otherwise provided in Section 7.6.

1.12 This agreement mav be executed in two or more counterparts, each
of which shall be deemed an original, but all of which together shall
constitute one in the same documents.

2. 1 UMd's SERVICES - GENERAL

2.1 UMG will staff the Project with employees who have met appropriate
licensing and certification requirements of the Commonwealth of
Kentucky. UMG warrants that it will maintain the necessary
licensed and certified personnel as may be required by the
Commonwealth of Kentucky for operation of the Project.
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2,2 UMG shall provide ongoing training and education for appropriate
personnel in all necessary areas of modem water and/or wastewater
process control, operations, maintenance, safety, and supervisory
skills.

2.3

2.4

UMG shall develop and/or supply and utilize computerized
programs for maintenance, process monitoring and financial
control. In the event this agreement is terminated for any reason,
UMG shall provide the DISTRICT within thirty (30) days of notice all
computerized programs, codes, records, maps, instruction manuals,
and any other items necessary for DISTRICT to execute a complete
transfer of their records and the operating systems necessary to
access and maintain the same. The DISTRICT aerees to applv and
pav for anv and all software licenses necessarv to transfer the same
to the DISTRICT.

Within forty-five (45) days after the Commencement Date, UMG will
provide a physical inventory of DISTRICTS vehicles, +ad equipment
and tools in use at the Project and a general statement as to the
condition of each vehicle or piece of equipment. In the event this
Agreement is terminated for any reason, UMG will provide to the
DISTRICT, a physical inventory of DISTRICT"S vehicles and
equipment, and a general statement as to the condition of each
vehicle and piece of equipment within ninety (90) days of the end of
the contract. If UMG fails to do so, then the DISTRICT mav take its
own inventorv.
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2.6

2.7

V/ithin forty five (45j days after the Commencement Date, UMG wi'll

provide DISTRICT with a physical inventory of chemicals and other
consumables on hand when UMG begins services under this
Agreement. Such chemicals and consumables will be made available
to UMG in connection with its performance under this Agreement.
UMG will provide DISTRICT with the same quantity of chemicals or
equivalent upon termination of this Agreement. If UMG fails to do
so, then the DISTRICT mav take its own inventorv.

UMG shall be responsible for maintaining all manufacturers
warranties on new equipment purchased by DISTRICT and shall
assist DISTRICT in enforcing existing equipment warranties and
guarantees. UMG shall keep a record of all such warranties for the
DISTRICT.

On or before October 1" of each vear UMG shall provide the
DISTRICT an annual schedule for preventive maintenance. along
with an estimated budget for the DISTRICT owned eauipment::."".

Thev shall report to the DISTRICT on a monthlv
basis what 4ha4 preventive maintenance is being performed on
DISTRICT-'8 owned equipment in accordance with manufacturer's
recommendations at intervals and in sufficient detail as may be
feasibility determined by the DISTRICT. Such a maintenance
program shall include documentation of corrective and preventive
maintenance.
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2.8 UMG shall operate, maintain and/or monitor the Project on a 24
hour per day, seven-day per week schedule.

2.9 Visits may be made at a reasonable time by DISTRICT'S employees,
board members or designated DISTRICT's representative. UMG
shall provide Kkeys for the Project "h"". b" -rc;i"e" to the
DISTRICT'S Administrator, The Administrator shall sign a receipt for
anv kevs received """"='"- """h;":"it".All visitors to the Project
shall comply with UMGs operating and safety procedures.

2.10UMG shall provide a 24 hour/day 7 days per week customer service
phone number.

4 j ..','1,J I

2.11 UMG will implement and maintain an employee safety program in
compliance with applicable laws, rules and regulations and make
recommendations to DISTRICT regarding the need, if any, for
DISTRICT to rehabilitate, expand or modify the Project to comply
with governmental safety regulations applicable to UMGs operations
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hereunder and with federal regulations promulgated pursuant to the
Americans With Disability Act ("ADA").

2.12

2.13

2.14

UMG may modify the process and/or facilities to achieve the
objectives of this Agreement; provided, however, no modification
shall be made without DISTRICTS prior written approval.

In any emergency affecting the safety of persons or property, UMG
may act without written amendment or change order, at UMGs
discretion, to prevent threatened damage, injury or loss. UMG shall
be compensated by DISTRICT for any such emergency work
notwithstanding the lack of a written amendment. Such
compensation shall include UMGs reasonable costs for the
emergency. Such cost and the basis for which they were incurred
shall be detailed to the Board in any request for additional
compensation.

As required by law, permit or court order, UMG will prepare plant
performance reports and submit them to DISTRICT for signature
and transmittal to appropriate authorities on a timely basis.
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2.15

2.16

2.17

UMG will provide laboratory testing and sampling presently required
by plant performance portions of the NPDES permit, the Clean Water
Act, the Safe Drinking Water Act, and/or any federal, state or local
rules and regulations, statutes or ordinances, permit or license
requirements or judicial and regulatory orders and decrees.

UMG will provide for the collection, hauling and disposal of solid
waste, screening, grit, sludge and scum ("Waste"j to DISTRICTS
existing or approved disposal sites. It shall be the sole right and
responsibility of DISTRICT to designate, approve or select disposal
sites to be used by UMG for DISTRICTS Waste. All Waste and/or
byproduct treated and/or generated during UMGs performance of
services is not and will not be considered property of UMG.

UMG shall provide all the administrative and financial functions
necessary to effectively operate the business affairs of the DISTRICT,
except as designated by the DISTRICT. Those exceptions are those
duties assigned to the DISTRICT's Administrator, financial officer
and CPA. UMG shall submit a monthly report to the DISTRICT that
illustrates in summary, how much of the current month and year to
date invoices submitted by UMG to the DISTRICT, are related to
water services and how much are related to waste water services.
The summary shall also report the direct operating costs for water
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services and waste water services on a monthlv and vear to date
basis.

2.18 UMG shall consult with the DISTRICTS Commissioners prior to
replacement of the Project Manager.

2.19 UMG shall comply with all of the DISTRICT's policies and procedures
in operating the DISTRICT, and UMG's Project Manager shall certify
monthly to the DISTRICT's Board that all operations and activities
under their control have been in compliance with the Board's
policies and procedures.

UMG shall submit to the DISTRICT monthly, all reports of project
activities in accordance with the DISTRICTs policies and formats.

2.20 UMG shall provide for monthly meter reading and billing. All amounts
billed and received on behalf of DISTRICT are the property of
DISTRICT and shall be promptly deposited into a bank account
designated by the DISTRICT. Customer Service offices shall be
maintained at locations approved by the DISTRICT.
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2.21 UMG shall provide its reasonable business efforts in controlling
unaccounted for water loss. A monthly report of system accounted
for/unaccounted for water loss shall be submitted to the DISTRICT.

2.22

2.23

2.24

UMG shall comply with all applicable federal, state and local laws,
regulations and rules as they may be applicable to the operation of
the DISTRICT's water and waste water systems and the DISTRICT's
operations.

UMG will seek sources of government grants and loans for
consideration by the DISTRICT. The DISTRICT must approve in
advance all application for such funding,

To protect the DISTRICT and allow for continuity of service UMG will
post a surety bond or other surety in the amount of $1,000,000 to
ensure faithful performance of its contract obligations. Such surety
shall be released upon termination of this Agreement and
compliance by UMG with its obligations hereunder.
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2.25 Notwithstanding anything herein to the contrary UMG agrees to
replace the DISTRICT's capital assets that are not an integral part
of the DISTRICT's water/sewer production, treatment, and
distribution and/or collection systems. If UMG determines that
replacement of capital assets is not essential for their continuing



performance under this agreement, they shall notify the DISTRICT
that they do not wish to replace an asset, with an explanation as to
why. If the DISTRICT agrees, the asset will be removed from the
DISTRICT's asset list. If the DISTRICT does not agree, UMG will be
required to replace the asset. UMG shall submit to the DISTRICT at
the November DISTRICT meeting a capital budget request for the
next calendar year for approval by the DISTRICT. UMG may make
subsequent request for a capital asset by petitioning the DISTRICT.

For those capital assets that cost less than 51,500, UMG will
purchase and pay for the same. For those that cost more than
51,500, they may also be purchased and paid for by UMG or at
UMG's option may be financed in the DISTRICT's name, subject to
prior approval by the DISTRICT, and all such loan payments shall
be made by UMG as long as this contract remains in effect. At the
end of the contract term, or upon early termination, if there are any
outstanding loans that have been approved by the DISTRICT, which
are due and owing, the DISTRICT agrees to pay the balance of the
Saille.
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All assets acquired under this paragraph, except as hereinafter
provided, will be titled in the DISTRICT's name, Any capital assets
that UMG acquires, at its discretion, that is not replacements of the
DISTRICT's assets, and/or which are not solely dedicated for use at
the DISTRICT's project, shall be titled in the name of UMG and paid
for by UMG.

Notwithstanding the above, anv individual tool purchased for UMG's
use in the operation of the DISTRICT that cost more than $250 shall
be paid for bv the DISTRICT, and charged to its repair and
maintenance budget. Anv tool purchased for UMG's use in the
operation of the DISTRICT that cost less than $250 shall be paid for
bv UMG. All such tools shall be the propertv of the DISTRICT.

2.26 Routine repair and maintenance of any real property utilized by
UMG in the performance of its duties under this contract will be
done and paid for by UMG. If such improvements require financing,
it will be done pursuant to the capital acquisition procedure outline
above. This excludes any major renovation or expansion directed by
the DISTRICT, which will be paid by the DISTRICT.

2.27 UMG will submit to the DISTRICT bv no later than October 1«of
each vear, a repair and maintenance budget and capital budget for
the next fiscal vear. It shall include anv item alreadv under
contract, but not vet paid. The RSM Budget shall include an
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allowance for anv unforeseen repairs based on the DISTRICT's
actual experience for such items over the last three (3] vears.

2.28

2.29 All purchases made bv UMG using the DISTRICT's Tax Identification
Number shall onlv be for those items utilized in the operation of the
DISTRICT. UMG shall not co-mingle. store or have delivered, parts,
materials. chemicals or supplies used for anv other customer on the
DISTRICT's propertv, nor will the DISTRICT's parts, materials,
chemicals and supplies be stored on anv other customer's propertv
without the expressed prior written consent of the DISTRICT.

3. UMCr" S SCOPE OF SERVICES - WASTEWATER

UMG shall submit a monthlv accounting to the DISTRICT detailing
all repair and maintenance expenditures, including a brief
explanation of the work done and whv it was necessarv,
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3.1 This Article shall apply to UMGs operations, maintenance and
management services for the DISTRICTS wastewater systems.

3.3

3.4

Within the design capacity and capabilities of the Waste Treatment
Plant(s) described in Appendix B, UMG will manage, operate and
maintain the Plant(s) so that effluent discharged from the Plant(s)
outfalls meets the requirements specified in Appendix C- l.
UMG will perform all Maintenance and Repairs for the Project, and
submit a monthly accounting to DISTRICT detailing all expenditures
incurred, along with a brief explanation of the work done and why it
was necessary

UMG will pay all Costs incurred in normal wastewater utility
operations. Any cost determined to be abnormal, for which
additional compensation is sought, shall be submitted to the
DISTRICT for approval along with an explanation of why it was
determined to be abnormal.
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4. UMQ'S SCOPE OF SERVICES - WATER

This Article shall apply to UMGs operations, maintenance and
management services for the DISTRICTS drinking water treatment
system.

Within the design capacity and capabilities of the Water Treatment
Plant(s) described in Appendix 8, UMG will manage, operate and
maintain the Plant(s) so that water produced from the Plant(s) meets
the requirements specified in Appendix C-2.
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4.3 UMG shaH operate the water treatment plant(s), pump station(s),
and provide for aH laboratory testing requirements.

4.6

UMG will perform aH Maintenance and Repairs for the Project, and
submit a monthly accounting to DISTRICT.

UMG will pay aH Costs incurred in normal Water operations. Any
cost determined to be abnormal, for which additional compensation
is sought, will be submitted to the DISTRICT for approval along with
an explanation of why it was determined to be abnormal,

UMG will perform all maintenance and repairs for the project, and
submit a monthly accounting to the DISTRICT detailing all
expenditures incurred, along with a brief explanation of the work
done and why it was necessary.
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UMCs SCOPE OF SERVICES - WASTEWATER COLLECTION SYSTEM
AND WATER DISTRIBUTION SYSTEM

5.1 This Article shall apply to UMGs services for the DISTRICTS
wastewater collection system and potable water distribution system.

The scope of UMGs services for the Maintenance and Repair of the
collection system and the distribution system are set forth in
Appendices C-3 and C-4, respectively.

UMG shall provide for all daily operation and maintenance functions
such as line Repairs, customer connections, line and tank
maintenance, meter replacement, leak detection, line flushing, valve
exercise, system inspection, line locations, and emergency call-outs,
etc.

6. DISTRICTS DUTIES

The DISTRICT shall fund all necessary Capital Expenditures, except
as otherwise provided herein. Such funding shall be provided either
(i) in advance from the DISTRICT to UMG if the DISTRICT requests
that UMG contract for such Capital Expenditure or (ii) the DISTRICT
shall contract for such Capital Expenditure directly. Priorities shall
be given to safety and the ADA related expenses described in Section
2.12. Any loss, damage, or injury resulting from the DISTRICTS
failure to provide capital as reasonably required by UMG shall be
the sole responsibility of the DISTRICT provided that UMG has
timely notified the DISTRICT of the need for the capital expenditure
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and has provided sufficient lead time for acquisition and utilization
of the same. Otherwise any such loss damage or injury shall be the
sole responsibility of UMG.

6.2

6.3

6.6

6.7

6.8

The DISTRICT shall keep in force all Project warranties, guarantees,
easements and licenses that have been granted to DISTRICT and are
not transferred to UMG under this Agreement. UMG shall keep in
force all Project warranties, guarantees, easements and license
transferred to them under this Agreement.

The DISTRICT shall pay all ad valorem, property, franchise,
occupational and disposal taxes, or other taxes associated with the
Project other than taxes imposed upon UMGs net income and/or
payroll taxes for UMG employees.

In the event UMG is required to pay any sales tax or use taxes on
the value of the services provided by UMG hereunder such payments
shall be reimbursed by the DISTRICT unless the DISTRICT
furnishes a valid and properly executed exemption certificate
relieving the DISTRICT and UMG of the obligation for such taxes.
Any items purchased by the DISTRICT to save sales tax for a
purchase UMG is required to make on behalf of the DISTRICT, shall
be reimbursed by UMG within fifteen (15) days from the date of
invoice to UMG. UMG shall make all such invoices on behalf of the
DISTRICT to UMG on the next business date after the DISTRICT has
made any purchase referenced above.

The DISTRICT shall provide UMG with full use of any and all pieces
of DISTRICTS heavy equipment that are available so that UMG may
discharge its obligations under this Agreement in the most cost-
effective manner.

DISTRICT shall provide all registration and licenses for DISTRICT'S
vehicles used in connection with the Project.

DISTRICT shall provide for UMGs exclusive use of all vehicles and
equipment presently in full time use at the Project except as may be
otherwise designated from time to time by Agreement.

DISTRICT shall provide for UMG access to all easements, right-of-
ways, and access to discharge UMGs obligation under this
Agreement.

The DISTRICT may hire an Administrator to assist the DlSTRICT in
the oversight of its operations and business affairs. The
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Administrator's office shall be located in the DISTRICT headquarters
and the Administrator shall have full access to all of the DISTRICT's
operating and financial records.
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UMG agrees to provide administrative assistance to the
Administrator, which shall not exceed fifteen (15) hours per week.

6T9 DISTRICT shall promptly review and consider any request by UMG
for any additional Capital Expenditures or Costs incurred by UMG.

6.10 The DISTRICT will be responsible for the purchase of all capital
assets {additions and replacements) that are an integral part of the
DISTRICT's Water/Sewer production,'reatment, distribution
and/or collection systems.

7. COMPENSATION
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until the first full bikmonthlv pavment made under this agreement
shall be spread over the balance of pavments for the 2014 term. The
annual fee for 2015 and 2016, shall be $7.757,660 ($646.471.66
per monthl.
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7.1 UMGs compensation under this Agreement shall consist of an
Annual Fee as set forth herein. The Annual Fee for 'L= .":r"+

dl0
K0
0
cd

E
O

0
00
cd

d)
O

d)0.
I-
'DI
O
Cd

1

O

cl

cd

0
C0
cd
1

II1
I

1I
d)

1
O

Pl
O
cA

Cd

I
0I
O

)c0
cd
X



72 On or before April 1sT of each vear, UMG shall provide the DISTRICT
a detailed financial report of its costs to operate the DISTRICT. Such
report shall also allocate expenses between water and sewer
operations.
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7.3

7.65

In the event the DISTRICT should make application to PSC for a rate
increase in any of its services, UMG agrees to provide the DISTRICT
a copy of any and all necessary information required by the PSC for
such application.

If the DISTRICT elects to verify any information which is required by
the PSC, or to conduct rate study, UMG agrees to allow the
DISTRICT's duly authorized agents'ccess to its records to verify the
information provided by UMG.
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Any additional expenses, reasonably incurred by UMG, including
overtime wages as a result of severe weather, a natural disaster or
other unplanned events outside of the normal course of operations,
will be invoiced by UMG to the DISTRICT for reimbursement in
accordance with Section 8.2.

If actual Maintenance and Repair expenditures are less than the
Maintenance and Repair Limit for any Agreement Year, UMG will
rebate the entire difference to the DISTRICT in accordance with
Section 8.3. If actual Maintenance and Repair expenditures exceed
the Maintenance and Repair Limit, the DISTRICT shall pay the
excess to UMG (to the extent UMG has paid the same) in accordance
with Section 8.2. UMG will notify the DISTRICT when actual
Maintenance and Repair expenditures equal eighty percent (80%) of
the Maintenance and Repair Limit in each Agreement Year
throughout the term.
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Any additional expense, reasonably incurred by UMG as set forth in
the above paragraph, for which the DISTRICT is eligible for
reimbursement by a third party (i.e., FEMA), UMG agrees to defer
payment from the DISTRICT for such expenses until the .DISTRICT
receives approval for reimbursement from the third party.

The DISTRICT agrees to pay UMG interest on any expenses paid by
UMG described in the above paragraph at the then prime rate of
interest charged by Community Trust Bank of Pikeville, Kentucky.
Interest would start to accrue six months after the third party has
approved the DISTRICT's application for reimbursement and run on
the outstanding balance until paid in full. Approval shall be defined
as that date when the third party accepts the DISTRICT's application
for reimbursement. If they DISTRICT's application does not receive
final approval, or final approval is delayed due to UMG's failure to
properly process the application or the information therein correctly,
then the time table for starting the accrual of interest will not start
until the necessary corrections are approved.
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7.6 UMG agrees to forgive 8118,932 of the District's R S M overage due
UMG upon execution of this agreement.

PAYMENT OF COMPENSATION

8.1

8.2

8.3

One twenty-fourth (1/24) of the Annual Fee for each Agreement Year
shall be due and payable on the lsi and the 15< of each month
during such Agreement Year for service provided in accordance to
Articles 7.1 ".-."7.2 of this Agreement.

All other compensation to UMG is due upon receipt of UMGs invoice
and payable within fifteen (15) days, except as provided in Article
7.6. Any and all request for additional compensation will be
supported by a detailed cost analysis evidenced by appropriate
invoices to be attached to the request.

DISTRICT shall pay interest at an annual rate equal to the
DISTRICTS designated financial institution's prime rate on
payments not paid and received by UMG within thirty (30) calendar
days of the due date, such interest being calculated from the due
date of the payment. In the event the charges hereunder might
exceed any limitation provided by law, such charges shall be
reduced to the highest rate or amount within such limitation.
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9. SCOPE CHANGES

9.1 A Change in Scope of services shall occur when and as UMGs Costs
of providing ser vices under this Agreement significantly change as a
result of one of the following:

9.1.1 Any change in Project operations, personnel qualifications
or staffing or other cost which is mandated or otherwise
required, by a change in law, rule or regulation or an action
or forbearance of any governmental body having jurisdiction
to order, dictate or require such change.

9.1.2 The DISTRICT'S request of UMG and UMGs consent to
provide additional services beyond what is provided in this
agreement and routine growth of current services.

For Changes in Scope described in Sections 9.1.1and 9.1.2, the
Annual Fee shall be increased (or decreased) in an amount equal to
UMGs additional (or reduced) Cost associated with the Change in
Scope.
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10. INDEMNITY AND LIABlLITY INSURANCE

10.1

10.2

10.3

UMG agrees to indemnify and hold DISTRICT harmless against any
and all claims, suits, actions, deeds, damages, cost, charge and
expenses, including court cost and reasonable attorney fees, and
against all liability, losses and damage of any nature whatever that
DISTRICT shall or may at any time sustain arising from the
operation of this Agreement other than those arising from the
DISTRICTS negligence or willful misconduct.

DISTRICT agrees to indemnify and hold UMG harmless against any
and all claims, suits, actions, deeds, damages, cost, charge and
expenses, including court cost and reasonable attorney fees, and
against all liability, losses and damage of any nature whatever that
UMG shall or may at any time sustain as a result of DISTRICTS
negligence or willful misconduct,

UMG shall be liable for those fines or civil penalties imposed by a
regulatory or enforcement agency for violations occurring on or after
the Commencement Date, of the efQuent quality requirements
provided for in Appendices C-1 and C-2 that are a result of UMGs
negligence. DISTRICT will assist UMG in contesting any such fines
in administrative proceedings and/or in court prior to any payment
by UMG, UMG shall pay the cost of any such contest.
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104 UMG shall be liable for all fines or civil penalties imposed by any
regulatory or enforcement agencies on DISTRICT and/or UMG that
are not a result of DISTRICTS negligence or are otherwise directly
related to the operation of the Project and shall indemnify and hold
DISTRICT harmless from the payment of any such fines and/or
penalties.

10.5 Indemnity agreements provided for in this Agreement shall survive
the termination of the Agreement.

10.6 Each party shall obtain and maintain insurance coverage of a type
and in the amounts described in Appendix E. Each party shall
provide the other party with satisfactory proof of insurance.

11. TERM, TERMINATION AND DEFAULT

The '-. '"1 term of this Agreement shall be .::=,','hree (3) years
commencing on Januazy 1, ""' 2014, and ending on December
31.2016. Each period during the term commencing January 1 and
ending the following December 31 shall be referred to as an
"Agreement Year." Either party shall have the right, without cause,
to terminate this Agreement at the end of the "".i"." second
Agreement Year. Notice of termination shall be given in writing no
less than one hundred ".::e.".™~.eiehtv t'0'1801 days in advance of
the effective date of termination, and notice cannot be given @rior to
Januarv 1.2016.
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11.2

11.3

11.4

A party may terminate this Agreement only for a material breach of
the Agreement by the other party, except as provided in Section 11.1
only after giving written notice of breach; and, only after allowing
the other party thirty IC30) days to cure or commence taking
reasonable steps to cure the breach.

In the event this agreement is terminated by the DISTRICT prior to
the DISTRICT's payoff of UMG'S loan dated April 1, 2009, which is
being forgiven over time, the DISTRICT agrees to pay UMG the
unamortized balance of the note as of the date of termination as set
out in Appendix E.

Upon notice of termination by DISTRICT, or the contract is not
renewed, UMG shall assist DISTRICT in assuming or transferring
operation of the Project, for a period up to six (6) months from the
date of notice of termination or non-renewal. UMG's compensation
for such services shall be its costs not otherwise uncured in
operation of the Project. If additional Cost is incurred by UMG at
request of DISTRICT, DISTRICT shall pay UMG such Cost within
thirty (30) days receipt of invoice.
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11.5 Upon termination of this Agreement and all renewals and extensions
of it, UMG will return the Project to DISTRICT in the same condition
as it was upon the effective date of this Agreement, ordinary wear
and tear excepted. Equipment and other personal property
purchased by UMG for use in the operation or maintenance of the
Project shall remain the property of UMG upon termination of this
Agreement unless the property was directly paid for by DISTRICT or
DISTRICT specifically reimbursed UMG for the cost incurred to
purchase the property or this Agreement provides to the contrary.
This provision is subordinated to the terms set out in Section 2.25,

12. DISPUTES AND FORCE MAJEURE

12.1 In the event activities by employee groups or unions unrelated to
UMG cause a disruption in UMGs ability to perform at the Project,
DISTRICT, with UMQs assistance or UMG at its own option, may
seek appropriate injunctive court orders. During any such
disruption, UMG shall operate the facilities on a best-efforts basis
until any such disruptions cease.

12.2 Neither party shall be liable for its failure to perform its obligations
under this Agreement if such failure is due to any Unforeseen
Circumstances.
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MOUNTAIN WATER DISTRICT UTILiTY MANAGEMENT GROUP, LLC.

Name:

By:

Name:

Title: Title:

Date: Date:

Both parties indicate their approval of this Agreement by their signatures below,
and each party warrants that all corporate or governmental action necessary to
bind the parties to the terms of this Agreement has been and will be taken. O
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Daniel P. Stratton

Sent:
To:
Subject:

Mike Spears <mikespearsesetel.corn >

Thursday, March 13, 2014 4:38 PM

'Daniel P.
Stratton'W:

Contract revision

'0
ttt'0
0
ttl

CO

Michael R. Spears, CPA

Michael R. Spears, CPA, PSC
P.O. Box 1270
Prestonsburg, KY 41653

Phone: (606)886-8040

Circular 230 Disclosure: To ensure compliance with recently enacted U.S. Treasury Department Regulations, we are
now required to advise you that, unless otherwise expressly indicated, any federal tax advice contained in this
communication, including any attachments, is not intended or written by us to be used, and cannot be used, by anyone for
the purpose of avoiding federal tax penalties that may be imposed by the federal government or for promoting, marketing
or recommending to another party any tax related matters addressed herein.
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Confidentiality Notice: The information in this e-mail, including any attachments, is for the sole use of the intended
recipient(s) and may contain confidential and legally privileged information. If you are not the intended recipient, any
disclosure, copying, distribution or use of the contents of this information in any manner is strictly prohibited and may be
unlawful.

When addressed to our clients, any opinions or advice contained in this e-mail, including any attachments, are subject to
the terms and conditions expressed in our client engagement letter.

From: Mike Spears tmaiito:mikespears@setel.corn]
Sent: Wednesday, February 19, 2014 12:42 PM

To: 'Bob
Meyer'c:

rsawyers@mtwater.org
Subject: RE: Contract revision

Bob,

Below are responses and my understanding when we left this morning. Maybe we misunderstood but below was what
I thought we were leaving with:

item 3. My understanding when we left was that 2014- 1%, 2015-1%and 2016- 0%. As I stated there is no way to
negotiate until then due to the timing of the rate increase.

item 4, I also thought that we were going to split the R8 M past.
Item 6. Until a rate increase is awarded, the district will nol be able to guarantee anything until then. We are

contractually obligated to pay you and we intend to but as I explained until we file and receive a rate increase, our hands
are tied.

Item 7. Until the rate increase, I am not sure they could include this clause at this time. This is an item I would agree
vvith at the next contract negotiations.

Item 8. Please delete this line as it might be taken as offensive or threatening by the board.

As I said this was my understanding, Let me know and I am not forwarding anything until you respond. I feel like we
could have accepted what my interpretation was. Let me know and thanks for your quick reply.
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Michael R. Spears, CPA

Srieheel R. Spears, CPA, PSC
P.O. Box 1270
Prestonsburg, KY 41663
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Phone: (606)866-8040

Circular 230 Disclosure: To ensure compliance with recently enacted U.S. Treasury Department Regulations, we are
now required to advise you that, unless otherwise expressly indicated, any federal tax advice contained in this

communication, including any attachments, is not intended or written by us to be used, and cannot be used, by anyone for
the purpose of avoiding federal tax penalties that may be imposed by the federal government or for promoting, marketing
or recommending to another party any tax related matters addressed herein.

Confidentiality Notice: The information in this e-mail, including any attachments, is for the sole use of the intended
recipient(s) and may contain confidential and legally privileged information. If you are not the intended recipient, any
disclosure, copying, distribution or use of the contents of this information in any manner is strictly prohibited and may be
unlawful.

When addressed to our clients, any opinions or advice contained in this e-mail, including any attachments, are subject to
the terms and conditions expressed in our client engagement letter.

From: Bob Meyer [mailto:bmeyer@umgllc.net]
Sent; Wednesday, February 19, 2014 12:34 PM

To: mikespears@setel.corn
Cc: Greg May
Subject: Contract revision

Mike—
Pursuant to the discussion we had this morning along with Greg May and Roy Sawyers, UMG's position on changes to
the current operations contract with Mountain Water District is as follows:

1. Contract term would be modified to run through December 31, 2016.
2. The current language related to UMG and the District participating 70/30 in net revenue increases (or

decreases) will be eliminated.

3. The contract fee would be increased by 1'Yc beginning January 1, 2014 and increased by another 1%beginning

January 1, 2015. The contract fee for 2016 would be subject to negotiation.
4. UMG is willing to forgive the $94,717 owed by the District for the 2013 R&lVI overage. The balance of the

District's current debt to UMG (5141,699)would still have to be repaid. A time schedule for repayment will be
negotiated and included with the contract revision.

5. It is our understanding that the board of commissioners will initiate actions within the next month or two to
begin the process for a rate increase application to the PSC.

6. Any future R&M expense overages will be paid to UMG within three months of the calendar year in which they

were incurred. If the District authorizes the submission of an application to the PSC for a rate increase by

March 31, 2013, the time frame for repayment of R&M overages can be re-negotiated based on the anticipated

time frame for approval and implementation of the rate increase.

7. The clause in the present contract that provides for UMG to be reimbursed for additional expenses incurred by

UMG as a result of severe weather will be retained in the contract. UMG would also like language included

authorizing an increase in UIVIG's fee if there are any increases of more than 5/ implemented for electricity and

wholesale water rates.
8. Greg will delay a formal meeting with the board of commissioners until March of this year.

Greg and Bob
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Bob Meyer, Controller
UTILITy MANAGEMENT GROUP, LLC

'87 Islond Creek Road
Pikeville, Kentucky 41501
Office 606437.4754
Fax 606.437.5083
NOTICE: This messoge is intended only for the addressee ond may contain information thatis privileged or
confidential. If you are not the intended recipient, or on authorized employee, agent, or representative of the intended

recipient, do not read, copy or disseminate this message or any attachment. Ifyou have received this message in error,

please call the sender immediately at 606.437.4754 and delete oil copies of the messoge and any attachmen'ts. Neither

the transmission of this message or any attochment, nor any errorin transmission or mis-delivery shall constitute waiver

of any applicable legal privilege.
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Danie) P. Stratton

Sent:
To:
Cc:
Subject:
Attachments:

Daniel P. Stratton <dpstratton@setel.corn >

Thursday, March 13, 2014 1:03 PM

'Rhonda James'; johnbrendacollins@bellsouth.net; Roy Sawyers; Mike Spears
DpstrattonNSetel. Com

FW: Contract
mwd-contr-notes-2014.docx

From: Bob Meyer [mailto:bmeyergumgllc.net]
Sent: Thursday, March 13, 2014 11:55AM

To: Daniel P. Stratton
Cc: Greg May
Subject: Contract

Dan-

I have attached some comments on your initial draft of the contract. Greg and I have not discussed the contract
lraft in detail yet, but will do that next week. Nothing major —primarily clarifications. I will be in Lawrenceburg

tomorrow but available on my cell anytime during the week (606.213.6280). I will be back in Pikeville on Monday. Bob

All,

Attached is Bob's response to the final draft we sent him. The only substantive issue appears to be that they want to

put a repayment plan for the R and M debt in the contract, which I thought we were going to pay as we could. I'l review

the language issues in detail and get back to everyone, but we need to see how to respond concerning the debt
re payment.

Dan
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Bob Meyer, Controller
UTILITY MANAGEMENT GROUP, LLC

287 Island Creek Road
Pikeville, Kentucky 41501
Office 606.437.4754
Fax 606.437.5083
NOTICE: This message is intended only for the addressee and may contain information that is privileged or
confidential. Ifyou are not the intended recipient, or on authorized employee, agent, or representative of the intended

recipient, do not read, copy or disseminate this message or any attachment. If you have received this message in error,

please call the senderimmediately at 606.437.4754 and delete all copies of the message and any attachments. Neither

the transmission of this message or any attachment, nor any errorin transmission or mis-delivery shall constitute waiver

of any applicable legal privilege.
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CONTRACT AMENDMENT

UMG / MOUNTAIN WATER DISTRICT

March 13, 2014

COMMENTS

Ogi~ p Il t z g~p
QY" Section 2.7: The word "feasibility" should probably be deleted from the next to last sentence.

dQ~
q Section 2.25 "...UMG agrees to replace the DISTRlCT's capital asse8 that are not an integral part of

the DISTRICT's water/sewer production..." What capital assets is this making reference to7

Section 2,27 Second sentence... "It shall include any item already under contract, but not yet paid)"
Not sore whet the messing of this is. fits/lf»» J, ter- lfetw &Ah esht IC

P- Section 2.29 Last sentence —
I assume "expressed" should be "express".

Detailed financial reports from UMG: My recollection from our discussions a year ago is that we would

provide Mountain with a summarized expenditure report monthly and more detail at year end.

I saw no reference in the contract regarding a time frame for repayment of the still outstanding R&IVI

debt owed to UMG.
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Daniel P. Stratton

From:
Sent:
To:
Cc:
Subject:
Attachments:

Bob M eyer < bmeyer@umgllc.net>
Thursday, March 13, 2014 11:55AM

Daniel P. Stratton
Greg May

Contract
mwd-contr-notes-2014.docx

Dan-

I have attached some comments on your initial draft of the contract. Greg and I have not discussed the contract
draft in detail yet, but will do that next week. Nothing major- primarily clarifications. I will be in Lawrenceburg
tomorrow but available on my cell anytime during the week (606.213.6280). i will be back in Pikeville on Monday. Bob

Bob Meyer, Controller
UTILITY MANAGEMENT GROUP, LLC

287 Island Creek Road
Pikeville, Kentucky 41501
Office 606A37A754
Fax 606.437.50S3
NOTICE: This messageisintended only for the addressee and may contain information thatis privileged or
confidential. Ifyou are not the intended recipient, or an authorized employee, agent, or representative of theintended
recipient, do not read, copy or disseminate this message or any attachment. If you hove received this messagein error,
please coll the sender immediately at 606A37A754 and delete all copies of the message and any attachments. Neither
'.he transmission of this message or any attachment, nor any errorin transmission or mis-delivery shall constitute waiver
of any applicable legal privilege.
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Daniel P. Stratton

From:
Sent:
To:
Cc:
Subject:

Daniel P. Stratton <dpstrattonseteLcom>
Thursday, March 13, 2014 12:10PM

'Bob M
eyer'pstrattonOSetel. Com

RE: Contract

Bob,

I will follow up with our group and get back to you next week.
Dan

From: Bob M eyer [rnailto:bmeyero umgllc.net]

Sent: Thursday, March 13, 2014 11:55AM

To: Daniel P. Stratton
Cc: Greg May

Subject: Contract

Dan-

I have attached some comments on your initial draft of the contract. Greg and I have not discussed the contract
draft in detail yet, but will do that next week. Nothing major- primarily clariflcations. l will be in Lawrenceburg
tomorrow but available on my cell anytime during the week (606.213.6280). I will be back in Pikeville on Monday. Bob
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Bob Meyer, Controller

I
UTILITy MANAGEMENT GROUP, LLC

287 island Creek Rood

Pikeville, Kentucky 41501
Office 606.437.4754
Fax 606.437.5083
NOTICE: This message is intended only for the addressee and may contain information that is privileged or
confidential. Ifyou are not the intended recipient, or an authorized employee, agent, or representative of the intended
recipient, do nat read, capy or disseminate this message or any attachment. If you have received this messagein error,

please coll the senderimmediately at 606.437.4754 and delete oil copies of the messoge and ony attachments. Neither

the transmission of this message or any attachment, nar any errorin transmission or mis-delivery shall constitute waiver

of any applicable legal privilege.
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To Rhonda James, John CoQins, Roy Sawyers
and Mike Spears

From: Daniel p. Stratton
Date: March 13, 2014
Regarding: Mountain Water District
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UMG CONTRACT

1 have reviewed the contract, and the following addresses each point raised by Bob
Mayer in his email of March 13 .

Section 2.25 This is also the original language used in the 2011 contract that
was not changed. I believe the capital assets are the vehicles,
equipment and other items that would be classified as a capital
asset utilized by UMG in the operation of the District. By
excluding that which is "not an integral part of the District's
water and sewer production, treatment and distribution, or
collection systems", we are saying that they are not responsible
for replacing the infrastructure through which the system
operates.

Section 2.27 The sentence in question, "it shall include any item already under
contract, but not yet paid, is in reference to the Water Tank
Maintenance Contract that we have signed, but that has been
placed in limbo due to our cash flow issues.

Section 2.7 The term "Feasibility" was in the original 2011 language, and was
not changed by this contract revision, but I have no problems in

deleting the same.
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Section 2.29 I have no problem changing the term "expressed" to "express".

Section 7.2

Section 7.6

Detailed financial reports from UMG are set out in sections, but
I believe he is in reference to section 7.2, as it provides for an
annual detailed financial report of UMG's cost to operate the
District. I have no problem in his change to add "a summarized

expenditure report monthly, and more detailed at year end",

assuming this is the section which he has referenced.

In regard to not putting a payment plan in for the outstanding
RSM debt owed UMG, it is my understanding from Mike that we

are going to pay this as we could, and not put a specific provision

in the contract. Section 7.6 provides that UMG agrees to forgive

4118,932 of the District's RSM's overage due UMG upon

execution of the contract. They asked us to designate the balance

due, and we declined. I have no trouble in putting what the

balanced owed is under this section, but I certainly agree with

Mike that until we have a rate increase, it would be problematic

to put in a schedule for repayment.
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This concludes my comments, but I will be happy to answer any questions or
make any additional changes that you might recommend. A copy of Bob Meyer's

commerits are at'tached for- your convenience.
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DAVID C. STRATTON
dcstrattor4setel.corn

DANIEL P. STRATTON
dpstrattor4@setel.corn

BRANDT M. SPEARS
bmspearssetel.corn

STRATTOH LAW PIRM, P.S.C.
POST OFFICE BOX 1530

PIKEVILLE, KENTUCKY 41502
TELEPHONE: {606)437-7800
FACSIMILE: {606)%37-7569

March 14, 2014

Mr. Greg May
Utility Management Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501
via email: m.eemav@uznellc.net

HENRY D. STRATTON
{1925-1989)

P. B. STRATTON
{1874-1953)
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Mr. Bob Meyer
c/o UtiTity Management Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501
via email: bmevertmumellc.net

0
0
V

RE: "MWD/UMG Contract Amendmeats

Dear Greg S Bob:

Section 2.27

Section 2.25

We have no problem in deleting the term 'feasibility'.

This was original language in the 2011 Contract, and was not
changed. The capital assets were the vehicles, equipment and
other items that would be classified as a capital asset, being
utilized by UMG in the operation of the District. By excluding
that which is not an integral part of the District's water and
sewer production, treatment and distribution or collection
system", we are saying that you are not responsible for
replacing the infrastructure through which the system
operates.

We have reviewed the comments as set forth in Bob's email of March 13, 2014,
and would respond as follows:
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STRATTOM LAVf FBGN, P.S.C.

March 14, 2014
Page 2

Section 2 27 The sentence in question, "it shall include any item all ready
under contract, but not yet paid, is in reference to the water
tank maintenance contract that we have signed and partially
executed, but has been placed in limbo based on our cash Qow
issues. Ifyou want a more specific reference to that contract,
we can do so.
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Section 2.29 We have no problem in changing the term expressed to
express".

Section 7.2

Section 7.6

In regard to the detailed financial reports from UMG, I am
assuming that you are in reference to Section 7.2 of the
contract. We are in agreement that we can add, "a summarized
expenditure report monthly, and a more detailed report at year
end".

In regard to repayment of the RSM debt, we have no problem
in stating that the total debt is $237,864, and that UMG is
forgiving 5118,932, and the District still owes $118,932.
However, we cannot set forth a repayment schedule, as we do
not know if we have a rate increase at this time, and if we do
get one, we do not know what our capacity will be to repay this
debt on a certain time table.
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I realize that Greg has not had a chance to review the proposed contract changes
in detail, but I wanted to get this back to you so you would have a chance to
review everything at one time. I wiO be leaving town on the evening of the 19~,
and will not be back in town until the 24 . If you have any other additions or
corrections, I would request that you get them to me as soon as possible so we can
respond to them prior to Wednesday.



March 14, 2014
Page 3

STRATTON LA%'IRM, P.B.C. 0
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At this point in time, we have decided not to have a special meeting to address this
issue, and it will be put on the regular agenda for the meeting on the 26 . 7/e
need to have a final document that UMG has approved to send to the Board prior
to the meeting, so they have an opportunity to review the changes prior to it being
presented to them for approval.

If you have any questions, please feel free to call.

CD
dl
dl

IL

Cd

CL
Cll

CI
CO6
IL'd

dl0

0
Cl

Sincerely,
STRATTON LAW FIRM, PSC 0
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DPS/dsm
Attachment

cc: Rhonda James
Roy Sawyers
Mike Spears

Daniel P. Stratton
email: dpstrattonSsetel.corn
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DAVID C. STRATTON
dcstrattonsetel.corn

DANIEL P. STRATTON
dpstratton@setel.corn

BRANDT M. SPEARS
bmspearssetel.corn

STRATTON LAW FIRM) P.S.C.
POST OFFICE BOX 1530

PIKEVILLE, KENTUCKY 41502
TELEPHONE: (606) 437-7800
FACSIMILE: (606) 437-7569

March 19, 2014

HENRY D. STRATTON
(1925-1989)

P. B. STRATTON
(1874-1953)
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Rhonda James, Chairperson
Mountain Water District
146 Main Street
Pikeville, Kentucky 41501
via email: rbtames6Qmsn.corn

Roy Sawyers, Administrator
Mountain Water District
Post Office Box 3157
Pikeville, Kentucky 41502
via email: rsawversPa.mtwater.ore

CO

N
Q
0.

CCI

CL
Ul

CI
m
G
CC
CO

Cl0
0
O
CCI

E0

0
0
O

Michael R. Spears, CPA, PSC
P.O. Box 1270
Prestonsburg, KY 41653
via email: mikespear&a! setel.corn

Re: UMG Contract Amendments

Dear Rhonda, Roy and Mike:

DPS/dsm
Attachment

Sincerely,
STRA ON I AW FIRM, PSC

p &J
Daniel P. Stratton
email: dpstrattonPasetel.corn

Please find attached a proposed response to Bob Meyer's email of March 14~.
Assuming they approve it, I have also attached a proposed letter to the Board. If
anyone has any questions or concerns, please advise. Otherwise, I will forward
Greg and Bob this letter, and if they approve, I will forward the Board their letter.

Cll
CL

CII

'0
CI

CI
CU

CO
CO

KI

o
CO

0
I-
CI

0
00
III
L

IO

L
III

0

dl

COo
CO
'CC
CO

0
C
Clo

lC0
ID'X



DAVID C. STRATTON
dcstrattonQseteLcom

DANIEL P. STRATTON
dpstrattonsetel.corn

BRANDT M. SPEARS
bm spearssetel.corn

STRATTON LAW FIRM, P.S.C.
POST OFFICE BOX 1530

PIKEVILLE, KENTUCKY 41502
TELEPHONE: {606)437-7800
FACSIMILE: (606) 437-7569

March 19, 2014

HENRY D. STRATTON
{1925-1989)

P. B. STRATTON
{1874-1953)
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Mr. Greg May
Utility Management Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501
via email: gregmavGumellc.net

Mr. Bob Meyer
c/o Utility Management Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501
via email: brneveWq.urnelic.net
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RE: MID/UMG Operating Agreement

Dear Greg ar Bob:

Section 2.25 I have added excluded buildings, and other real property
improvements from the definition of capital assets, so as to
clarify your concerns. I do agree however, that 2.26 addresses
this issue.

Section 2.27 This language will remain the same, but for purposes of
clarification, we are requesting that UMG reasonably forecast,
within the best of its abilities, unforeseen RSM expenses.
Clearly there are known RSM expenses, and we have a trend
for grinder pumps, etc., that would give an indication of where
we are going. Vfe understand it is a soft number, but what we
are trying to do is budget sufficient amounts to cover this
expense.

In response to Bob's email of March 14, seeking clarifications on the proposed
amendments to the MWD/UMG contract, please be advised that we have made the
following changes:
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services and waste water services on a monthly and vear to date
basis.

2.18 UMG shall consult with the DISTRICTS Commissioners prior to
replacement of the Project Manager.

2.19 UMG shall comply with all of the DISTRICT's policies and procedures
in operating the DISTRICT, and UMG's Project Manager shall certify
monthly to the DISTRICT's Board that all operations and activities
under their control have been in compliance with the Board's
policies and procedures.

UMG shall submit to the DISTRICT monthly, all reports of project
activities in accordance with the DISTRICTs policies and formats.

2.20 UMG shall provide for monthly meter reading and billing. All amounts
billed and received on behalf of DISTRICT are the property of
DISTRICT and shall be promptly deposited into a bank account
designated by the DISTRICT. Customer Service offices shall be
maintained at locations approved by the DISTRICT.
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2.21 UMG shall provide its reasonable business efforts in controlling
unaccounted for water loss. A monthly report of system accounted
for/unaccounted for water loss shall be submitted to the DISTRICT.

2.22

2.23

2.24

2.25

UMG shall comply with all applicable federal, state and local laws,
regulations and rules as they may be applicable to the operation of
the DISTRICT's water and waste water systems and the DISTRICT's
operations.

UMG will seek sources of government grants and loans for
consideration by the DISTRICT. The DISTRICT must approve in
advance all application for such funding.

To protect the DISTRICT and allow for continuity of service UMG will
post a surety bond or other surety in the amount of 41,000,000 to
ensure faithful performance of its contract obligations. Such surety
shall be released upon termination of this Agreement and
compliance by UMG with its obligations hereunder.

Notwithstanding anything herein to the contrary, UMG agrees to
replace the DISTRICT's capital assets (excludine real property and
improvements thereon) that are not an integral part of the
DISTRICT's water/sewer production, treatment, and distribution
and/or collection systems. If UMG determines that replacement of
capital assets is not essential for their continuing performance
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under this agreement, they shall notify the DISTRICT that they do
not wish to replace an asset, with an explanation as to why. If the
DISTRICT agrees, the asset will be removed from the DISTRICT's
asset list. If the DISTRICT does not agree, UMG will be required to
replace the asset. UMG shall submit to the DISTRICT at the
November DISTRICT meeting a capital budget request for the next
calendar year for approval by the DISTRICT. UMG may make
subsequent request for a capital asset by petitioning the DISTRICT.

For those capital assets that cost less than 51,500, UMG will
purchase and pay for the same. For those that cost more than
$1,500, they may also be purchased and paid for by UMG or at
UMG's option may be financed in the DISTRICT's name, subject to
prior approval by the DISTRICT, and all such loan payments shall
be made by UMG as long as this contract remains in effect. At the
end of the contract term, or upon early termination, if there are any
outstanding loans that have been approved by the DISTRICT, which
are due and owing, the DISTRICT agrees to pay the balance of the
same.
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All assets acquired under this paragraph, except as hereinafter
provided, will be titled in the DISTRICT's name. Any capital assets
that UMG acquires, at its discretion, that is not replacements of the
DISTRICT's assets, and/or which are not solely dedicated for use at
the DISTRICT's project, shall be titled in the name of UMG and paid
for by UMG.

Notwithstanding the above, anv individual tool purchased for UMG's
use in the operation of the DISTRICT that cost more than $250 shall
be paid for bv the DISTRICT, and charred to its repair and
maintenance bud@et. Any tool purchased for UMG's use in the
operation of the DISTRICT that cost less than 8250 shall be paid for
bv UMG. All such tools shall be the propertv of the DISTRICT.

2.26 Routine repair and maintenance of any real property utilized by
UMG in the performance of its duties under this contract will be
done and paid for by UMG. If such improvements require financing,
it will be done pursuant to the capital acquisition procedure outline
above. This excludes any major renovation or expansion directed by
the DISTRICT, which will be paid by the DISTRICT.

2.27 UMG will submit to the DISTRICT bv no later than October 1"of
each vear, a repair and maintenance bud@et and capital budget for
the next fiscal vear. It shall include anv item alreadv under
contract, but not vet paid. The RSM Budget shall include an
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STRATTON LAN FIRM, P.S.C.

March 19, 2014
Page 2

Section 7.2

Section 7.6

No change.

No change

In lieu of sending you the entire agreement again, I have attached page 3 6 4,
which contain paragraph 2.25, which includes the additional language noted
above for your review. You can insert these pages into the prior document. If all
of this is satisfactory, please advise by email so that we may forward the
completed document to our entire Board for their review, prior to the Board
meeting on the 26 .

In regard to the review of our current rate structure, the Board has previously
given Mike Spears instructions to begin that process, which he has begun. Once
the contract is completed, we will be in position to take the next step.
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We appreciate your assistance, and if you have any questions, please feel free to
call.

Sincerely,
STRATTON I AVif FIRM, PSC
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DPS/dsm
Attachment

cc: Rhonda James
Roy Sawyers
Mike Spears

Daniel P. Stratton
email: dpstrattonOusetel.corn
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DAVID C. STRATI'ON
dcstrattongsetel.corn

DANIEL P. STRATTON
dpstrattonsetel.corn

BRANDT M. SPEARS
bmspearsgsetel.corn

STRATTON LAW FIRM, P.S.C.
POST OFFICE BOX 1530

PIKEVILLE, KENTUCKY 41502
TELEPHONE: (606) 437-7800
FACSIMILE; (606) 437-7569

March 19, 2014

HENRY D. STRATTON
(1925-1989)

P. B. STRATTON
(1874-1953)
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Rhonda James, Chair Person
Mountain Water District
146 Main Street
Pikeville, Kentucky 41501
via email: rbiames6a!msn.corn

Kelsey Friend, III, Commissioner
Mountain Water District
1381 Lizzie Fork Road
Pikeville, Kentucky 41501
via email: kelsevfriend&a,kelsev.corn

Prentis Adkins, Commissioner
Mountain Water District
375 Schoolhouse Road
Shelbiana, Kentucky 41562
email: tricountv41501Nvahoo.corn

RE: MWD / UMG Contract

Dear Commissioners:

Lester "John" Collins, Secretary
Mountain Water District
3979 Raccoon Creek Road
Raccoon, Kentucky 41557
via email: iohnbrendacollinta bellsouth.net

Ancie Casey, Commissioner
Mountain Water District
43860 State Highway 194 East
Phelps, Kentucky 41553
email: ancie.caseMa,pike.kvschools.us
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Please find attached a revised MWD/UMG Contract for Operational Services,
which we have negotiated with UMG on your behalf, and UMG has approved. This
item will be on the agenda for the March 26 meeting, and is being forwarded to
you for your review and consideration at that meeting. Ifyou have any questions
or concerns about any of the provisions set out in the contract, please advise and
we will try to address them prior to the meeting, if possible.
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March 19, 2014
Page 2

STRATTON LAW FIRM, P.S.C. 'o
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As usual, the strike through provisions are being eliminated from the contract,
and the underlined provisions are additions to the contract. The biggest
structural change to the contract is of course that we will have a fixed price with
a fixed rate increase. This will allow for us to budget better, and move forward
with a review of our rate structure.

If you have any questions, please feel free to call.

Sincerely,
STRATTON LAW FIRM, PSC
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DPS/dsm
Attachment

cc: Roy Sawyers
Mike Spears

Daniel P. Stratton
email: dpstratton&setel.corn e
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Agreement for Operations,
Maintenance and Management Services IS0

C
IS

CO

THIS AGREEMENT is entered into this day of '"". "-;March, ""'.2014,
effective the 1"day of January ""' 2014, by and between:

Mountain Water District, with its principal address at 6332 Highway, P.O. Box
3157, Pikeville, Kentucky 41502 (hereinafter "DISTRICT")

AND

UTILITY MANAGEMENT GROUP LLC, with its principal address at 500 Summit
Drive, P.O. Box 663, Corbin, Kentucky 40702 {hereinafter "UMG").

WHEREAS, DISTRICT owns and provides for the operation of water, wastewater
and related treatment, collection and distribution facilities described on
Appendix 8; and

WHEREAS, DISTRICT desires to employ the services of UMG in the operation,
maintenance and management of these facilities and UMG desires to perform
such services for the compensation provided for herein.
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NOW, THEREFORE, in consideration of the mutual covenants and agreements

1. GENERAL

IS
IS
O

- 1.-1 Definitions-of words- and phrases used in -this-Agreement-and the-
attachments are contained in Appendix A.

1.2 All land, buildings, facilities, easements, licenses, rights-of-way,
equipment and vehicles presently or hereinafter acquired or owned
by DISTRICT shall remain the exclusive property of DISTRICT unless
specifically provided for otherwise in this Agreement.

1.3 This Agreement shall be governed by and interpreted in accordance
with the laws of the Commonwealth of Kentucky.

1.4 Neither this Agreement, nor any of the rights or obligations
hereunder, may be assigned by UMG without the prior written
consent of the DISTRICT.

1 .5 All notices shall be in writing and transmitted to the party's address
stated above. All notices shall be deemed effectively given when
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delivered, if delivered personally or by courier mail service, i.e.,
Federal Express or Airborne Express, delivered after such notice has
been deposited in the United States mail postage prepaid, if mailed
certified or registered U.S. mail, return receipt required; or received
by the party for which notice is intended if given in any other
manner.

This Agreement, including its Appendices, is the entire Agreement
between the parties. This Agreement may be modified only by written
agreement signed by both parties. Wherever used, the terms "UMG"
and 'DISTRICT" shall include the respective officers, agents,
directors, elected or appointed officials and employees and, where
appropriate, subcontractors or anyone acting on their behalf.

If any term, provision, covenant or condition of this Agreement is
held by a court of competent jurisdiction to be invalid, void or
unenforceable, the remainder of the provisions shall remain in full
force and effect and shall in no way be affected, impaired or
invalidated.

It is understood that the relationship of UMG to DISTRICT is that of
independent contractor and nothing in this Agreement shall create
the relationship of partnership or joint venture. The services
provided under this Agreement are of a professional nature and shall
be performed in accordance with good and accepted industry
practices for contract operators similarly situated. However, such
services shall not be considered engineering services and nothing
herein is intended to imply that UMG is to supply professional
engineering services to DISTRICT uriless spe'cificalIy stated'in this
Agreement to the contrary.

If any litigation is necessary to enforce the terms of this Agreement,
the prevailing party, the party determined not to be in default or in
breach of the Agreement shall be entitled to its cost and reasonable
attorney fees which are directly attributed to such litigation in
addition to other relief to which it may be entitled. If both sides are
found to have defaulted or be in breach each will pay their own cost,
and attorney fees.

Nothing in this Agreement shall be construed to create in any third
party or in favor of any third party any right(s), license(s), power(s)
or privilege(s).

This agreement sets forth the entire agreement between the parties
and fullv supersedes all prior and/or verbal agreements or
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1.12 This agreement mav be executed in two or more counterparts, each
of which shall be deemed an original, but all of which together shall
constitute one in the same documents.

2.1 UN''s SERVICES - GENERAL

understandine between the parties which pertain to the subiect
matter hereof. However, the DISTRICT shall remain liable for anv
outstanding debt and anv other accrued liabilities due UMG, except
as otherwise provided in Section 7.6.
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2.1

2.2

UMG will staff the Project with employees who have met appropriate
licensing arid certification requirements of the Commonwealth of
Kentucky. UMG warrants that it will maintain the necessary
licensed and certified personnel as may be required by the
Commonwealth of Kentucky for operation of the Project.

UMG shall provide ongoing training and education for appropriate
personnel in all necessary areas of modem water and/or wastewater
process control, operations, maintenance, safety, and supervisory
skills.
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2.3

2.4

UMG shall develop and/or supply and utilize computerized
programs for maintenance, process monitoring and financial
control. In the event this agreement is terminated for any reason,
UMG shall provide the DISTRICT within thirty (30) days of notice all
computerized programs, codes, records, maps, instruction manuals,
and any other items necessary for DISTRICT-to-execute a complete
transfer of their records and the operating systems necessary to
access and maintain the same. The DISTRICT agrees to applv and
pav for any and all software licenses necessarv to transfer the same
to the DISTRICT.

Within forty-five (45) days after the Commencement Date, UMG will
provide a physical inventory of DISTRICTS vehicles, aad equipment
and tools in use at the Project and a general statement as to the
condition of each vehicle or piece of equipment. In the event this
Agreement is terminated for any reason, UMG will provide to the
DISTRICT, a physical inventory of DISTRICT"S vehicles and
equipment, and a general statement as to the condition of each
vehicle and piece of equipment within ninety (90) days of the end of
the contract. If UMG fails to do so, then the DISTRICT mav take its
own inventorv.
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2.7

2.8

Within forty five (45) days after the Commencement Date, UMG will
provide DISTRICT with a physical inventory of chemicals and other
consumables on hand when UMG begins services under this
Agreement. Such chemicals and consumables will be made available
to UMG in connection with its performance under this Agreement.
UMG will provide DISTRICT with the same quantity of chemicals or
equivalent upon termination of this Agreement. If UMG fails to do
so, then the DISTRICT mav take its own inventorv.

UMG shall be responsible for maintaining all manufacturers
warranties on new equipment purchased by DISTRICT and shall
assist DISTRICT in enforcing existing equipment warranties and
guarantees. UMG shall keep a record of all such warranties for the
DISTRICT.

On or before October 1S'f each vear UMG shall provide the
DISTRICT an annual schedule for preventive maintenance, along
with an estimated budget for the DISTRICT owned eauipment;; i'".

Thev shall report to the DISTRICT on a monthlv
basis what the preventive maintenance is being performed on
DISTRICT-'8 owned equipment in accordance with manufacturer's
recommendations at intervals and in sufficient detail as may be
feasibility determined by the DISTRICT. Such a maintenance
program shall include documentation of corrective and preventive
maintenance.

UMG shall operate, maintain and/or monitor the Project on a 24
hour per day, seven-day per week schedule.

Visits may be made at a reasonable time by DISTRICT'S employees,
board members or designated DISTRICT's representative. UMG
shall provide @keys for the Project "."."'!b= "r=:i"=" to the
DISTRICT'S Administrator. The Administrator shall sign a receipt for
anv kevs received. "'".,'.=fcr "'..:i"i'.=.All visitors to the Project
shall comply with UMGs operating and safety procedures.
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2.10UMG shall provide a 24 hour/day 7 days per week customer service

phone number.

2.11 UMG will implement and maintain an employee safety program in
compliance with applicable laws, rules and regulations and make
recommendations to DISTRICT regarding the need, if any, for
DISTRICT to rehabilitate, expand or modify the Project to comply
with governmental safety regulations applicable to UMGs operations
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hereunder and with federal regulations promulgated pursuant to the
Americans With Disability Act ("ADA"j.

2.12

2,13

2.14

UMG may modify the process and/or facilities to achieve the
objectives of this Agreement; provided, however, no modification
shall be made without DISTRICTS prior written approval.

In any emergency affecting the safety of persons or property, UMG
may act without written amendment or change order, at UMGs
discretion, to prevent threatened damage, injury or loss. UMG shall
be compensated by DISTRICT for any such emergency work
notwithstanding the lack of a written amendment. Such
compensation shall include UMGs reasonable costs for the
emergency. Such cost and the basis for which they were incurred
shall be detailed to the Board in any request for additional
compensation.

As required by law, permit or court order, UMG will prepare plant
performance reports and submit them to DISTRICT for signature
and transmittal to appropriate authorities on a timely basis.
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2.15

2.16

2.17

UMG will provide laboratory testing and sampling presently required
by plant performance portions of the NPDES permit, the Clean Water
Act, the Safe Drinking Water Act, and/or any federal, state or local
rules and regulations, statutes or ordinances, permit or license
requirements or judicial and regulatory orders and decrees.

UMG will provide for the collection, hauling and disposal of solid
waste, screening, grit, sludge and scum I"Waste"I to DISTRICTS
existing or approved disposal sites. It shaO be the sole right and
responsibility of DISTRICT to designate, approve or select disposal
sites to be used by UMG for DISTRICTS Waste. All Waste and/or
byproduct treated and/or generated during UMGs performance of
services is not and will not be considered property of UMG.

UMG shall provide all the administrative and financial functions
necessary to effectively operate the business affairs of the DISTRICT,
except as designated by the DISTRICT. Those exceptions are those
duties assigned to the DISTRICT's Administrator, financial officer
and CPA. UMG shall submit a monthly report to the DISTRICT that
illustrates in summary, how much of the current month and year to
date invoices submitted by UMG to the DISTRICT, are related to
water services and how much are related to waste water services.
The summarv shall also report the direct operating costs for water
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services and waste water services on a monthlv and vear to date
basis.

2.18 UMG shall consult with the DISTRICTS Commissioners prior to
replacement of the Project Manager.

2.19 UMG shall comply with all of the DISTRICT's policies and procedures
in operating the DISTRICT, and UMG's Project Manager shall certify
monthly to the DISTRICT's Board that all operations and activities
under their control have been in compliance with the Board's
policies and procedures.

UMG shall submit to the DISTRICT monthly, all reports of project
activities in accordance with the DISTRICTs policies and formats.

2.20 UMG shall provide for monthly meter reading and billing. All amounts
billed and received on behalf of DISTRICT are the property of
DISTRICT and shall be promptly deposited into a bank account
designated by the DISTRICT. Customer Service offices shall be
maintained at locations approved by the DISTRICT.
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2.21 UMG shall provide its reasonable business efforts in controlling
unaccounted for water loss. A monthly report of system accounted
for/unaccounted for water loss shall be submitted to the DISTRICT.

2.22

2.23

2.24

2.25

UMG shall comply with all applicable federal, state and local laws,
regulations and rules as they may be applicable to the operation of
the DISTRICT's water and waste water systems and the DISTRICT's
operations.

UMG will seek sources of government grants and loans for
consideration by the DISTRICT. The DISTRICT must approve in
advance all application for such funding.

To protect the DISTRICT and allow for continuity of service UMG will
post a surety bond or other surety in the amount of $1,000,000 to
ensure faithful performance of its contract obligations. Such surety
shall be released upon termination of this Agreement and
compliance by UMG with its obligations hereunder.

Notwithstanding anything herein to the contrary, UMG agrees to
replace the DISTRICT's capital assets (excludine real propertv and
improvements thereon) that are not an integral part of the
DISTRICT's water/sewer production, treatment, and distribution
and/or collection systems. If UMG determines that replacement of
capital assets is not essential for their continuing performance
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under this agreement, they shall notify the DISTRICT that they do
not wish to replace an asset, with an explanation as to why. If the
DISTRICT agrees, the asset will be removed from the DISTRICT's
asset list. If the DISTRICT does not agree, UMG will be required to
replace the asset. UMG shall submit to the DISTRICT at the
November DISTRICT meeting a capital budget request for the next
calendar year for approval by the DISTRICT. UMG may make
subsequent request for a capita1 asset by petitioning the DISTRICT.

For those capital assets that cost less than $1,500, UMG will
purchase and pay for the same. For those that cost more than
$1,500, they may also be purchased and paid for by UMG or at
UMG's option may be financed in the DISTRICT's name, subject to
prior approval by the DISTRICT, and all such loan payments shall
be made by UMG as long as this contract remains in effect. At the
end of the contract term, or upon early termination, if there are any
outstanding loans that have been approved by the DISTRICT, which
are due and owing, the DISTRICT agrees to pay the balance of the
same.
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All assets acquired under this paragraph, except as hereinafter
provided, will be titled in the DISTRICT's name. Any capital assets
that UMG acquires, at its discretion, that is not replacements of the
DISTRICT's assets, and/or which are not solely dedicated for use at
the DISTRICT's project, shall be titled in the name of UMG and paid
for by UMG.

Notwithstanding the above, anv individual tool purchased for UMG's
use ~n-the -operation of the DESTRICT thatxost more than 4250 shall
be paid for bv the DISTRICT, and charged to its repair and
maintenance budget. Anv tool purchased for UMG's use in the
operation of the DISTRICT that cost less than 8250 shall be paid for
bv UMG. All such tools shall be the propertv of the DISTRICT.

2.26 Routine repair and maintenance of any real property utilized by
UMG in the performance of its duties under this contract will be
done and paid for by UMG. If such improvements require financing,
it will be done pursuant to the capital acquisition procedure outline
above. This excludes any major renovation or expansion directed by
the DISTRICT, which will be paid by the DISTRICT.

2.27 UMG will submit to the DISTRICT bv no later than October 1s'f
each vear, a repair and maintenance budget and capital budget for
the next fiscal vear. It shall include anv item alreadv under
contract, but not vet paid. The RSM Budget shall include an
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allowance for anv unforeseen repairs based on the DISTRICT's
actual experience for such items over the last three (3) vears.

2.28

2.29 All purchases made bv UMG using the DISTRICT's Tax Identification
Number shall onlv be for those items utilized in the operation of the
DISTRICT. UMG shall not co-mingle, store or have delivered. parts,
materials, chemicals or supplies used for anv other customer on the
DISTRICT's propertv, nor will the DISTRICT's parts, materials,
chemicals and supplies be stored on anv other customer's propertv
without the expressed prior written consent of the DISTRICT.

3. UMQ'S SCOPE OF SERVICES - WASTEWATER

UMG shall submit a monthlv accounting to the DISTRICT detailing
all repair and maintenance expenditures, including a brief
explanation of the work done and whv it was necessarv.
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3.1 This Article shall apply to UMGs operations, maintenance and
management services for the DISTRICTS wastewater systems.

3.2

3.3.

Within the design capacity and capabilities of the Waste Treatment
Plant(s) described in Appendix B, UMG will manage, operate and
maintain the Plant(s) so that effluent discharged from the Plant(s)
outfalls meets the requirements specified in Appendix C-l.
UMG will perform all Maintenance and Repairs for the Project, and
submit a monthly accounting to DISTRICT detailing all expenditures
incurred, along with a brief explanation of the work done and why it
was necessary
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3.4

4. UMC'S SCOPE OF SERVICES - WATER

UMG will pay all Costs incurred in normal wastewater utility
operations. Any cost determined to be abnormal, for which
additional compensation is sought, shall be submitted to the
DISTRICT for approval along with an explanation of why it was
determined to be abnormal.
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4.1 This Article shall apply to UMGs operations, maintenance and
management services for the DISTRICTS drinking water treatment
system.

Within the design capacity and capabilities of the Water Treatment
Plant(s) described in Appendix B, UMG will manage, operate and
maintain the Plant(s) so that water produced from the Plant(s) meets
the requirements specified in Appendix C-2.
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4.3 UMG shall operate the water treatment plant(s), pump station(s),
and provide for all laboratory testing requirements.

4.4 UMG will perform all Maintenance and Repairs for the Project, and
submit a monthly accounting to DISTRICT.

UMG will pay all Costs incurred in normal Water operations. Any
cost determined to be abnormal, for which additional compensation
is sought, will be submitted to the DISTRICT for approval along with
an explanation of why it was determined to be abnormal.

UMG will perform all maintenance and repairs for the project, and
submit a monthly accounting to the DISTRICT detailing all
expenditures incurred, along with a brief explanation of the work
done and why it was necessary.
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5.1 This Article shall apply to UMQs services for the DISTRICTS
wastewater collection system and potable water distribution system.

UMCs SCOPE OF SERVICES - WASTEWATER COLLECTION SYSTEM
AND %PATER DISTRIBUTION SYSTEM
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5.2 The scope of UMGs services for the Maintenance and Repair of the
collection system and the distribution system are set forth in
Appendices C-3 and C-4, respectively.

5.3

6. DISTRICTS DUTIES

6.1 The DISTRICT shall fund all necessary Capital Expenditures, except
as otherwise provided herein. Such funding shall be provided either
(i) in advance from the DISTRICT to UMG if the DISTRICT requests
that UMG contract for such Capital Expenditure or (ii) the DISTRICT
shall contract for such Capital Expenditure directly. Priorities shall
be given to safety and the ADA related expenses described in Section
2.12. Any loss, damage, or injury resulting from the DISTRICTS
failure to provide capital as reasonably required by UMG shall be
the sole responsibility of the DISTRICT provided that UMG has
timely notified the DISTRICT of the need for the capital expenditure

UMG shall provide for all daily operation and maintenance functions
such as line Repairs, customer connections, line and tank
maintenance, meter replacement, leak detection, line flushing, valve
exercise, system inspection, line locations, and emergency call-outs,
etc.
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and has provided sufficient lead time for acquisition and utilization
of the same. Otherwise any such loss damage or injury shall be the
sole responsibility of UMG.

6.2 The DISTRICT shall keep in force all Project warranties, guarantees,
easements and licenses that have been granted to DISTRICT and are
not transferred to UMG under this Agreement. UMG shall keep in
force all Project warranties, guarantees, easements and license
transferred to them under this Agreement.

6.3

6.5

6.6

6.7

6.8

The DISTRICT shall pay all ad valorem, property, franchise,
occupational and disposal taxes, or other taxes associated with the
Project other than taxes imposed upon UMGs net income and/or
payroll taxes for UMG employees.

In the event UMG is required to pay any sales tax or use taxes on
the value of the services provided by UMG hereunder such payments
shall be reimbursed by the DISTRICT unless the DISTRICT
furnishes a valid and properly executed exemption certificate
relieving the DISTRICT and UMG of the obligation for such taxes.
Any items purchased by the DISTRICT to save sales tax for a
purchase UMG is required to make on behalf of the DISTRICT, shall
be reimbursed by UMG within fifteen (15) days from the date of
invoice to UMG. UMG shall make all such invoices on behalf of the
DISTRICT to UMG on the next business date after the DISTRICT has
made any purchase referenced above.

The DISTRICT shall provide UMG with full use of any and all pieces
of DISTRICTS heavy equipment that are available so that UMG may
discharge its obligations under this Agreement in the most cost-
effective manner.

DISTRICT shall provide all registration and licenses for DISTRICT'S
vehicles used in connection with the Project.

DISTRICT shall provide for UMQs exclusive use of all vehicles and
equipment presently in full time use at the Project except as may be
otherwise designated from time to time by Agreement.

DISTRICT shall provide for UMG access to all easements, right-of-
ways, and access to discharge UMGs obligation under this
Agreement.

The DISTRICT may hire an Administrator to assist the DISTRICT in
the oversight of its operations and business affairs. The
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Administrator's office shall be located in the DISTRICT headquarters
and the Administrator shall have full access to all of the DISTRICT's
operating and financial records.

UMG agrees to provide administrative assistance to the
Administrator, which shall not exceed fifteen (15) hours per week.

DISTRICT shall promptly review and consider any request by UMG
for any additional Capital Expenditures or Costs incurred by UMG.

6.10

7. COMPENSATION

The DISTRICT will be responsible for the purchase of all capital
assets (additions and replacements) that are an integral part of the
DISTRICT's Water/Sewer production, treatment, distribution
and/or collection systems.
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UMQs compensation under this Agreement shall consist of an
Annual Fee as set forth herein. The Annual Fee for tL= .":"."".
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.".=.""''"-"~t™r=='. "".. 2014 shall be $7,680,850
[8640,070.83 per month), to be effective Januarv 1. 2014. That
portion of the increased fee for 2014, due from Januarv 1. 2014,
until the first full bi-monthlv pavment made under this agreement
shall be spread over the balance of pavments for the 2014 term. The
annuaI fee for 2015 and 201K shall be 87,757,660 5646;47I.66
per month).
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7.3 In the event the DISTRICT should make application to PSC for a rate
increase in any of its services, UMG agrees to provide the DISTRICT
a copy of any and all necessary information required by the PSC for
such application.

If the DISTRICT elects to verify any information which is required by
the PSC, or to conduct rate study, UMG agrees to allow the
DISTRICT's duly authorized agents'ccess to its records to verify the
information provided by UMG.
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On or before April I'1 of each vear, UMG shall provide the DISTRICT
a detailed financial report of its costs to operate the DISTRICT. Such
report shall also allocate expenses between water and sewer
operations.
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7.65

If actual Maintenance and Repair expenditures are less than the
Maintenance and Repair Limit for any Agreement Year, UMG will
rebate the entire difference to the DISTRICT in accordance with
Section 8.3, If actual Maintenance and Repair expenditures exceed
the Maintenance and Repair Limit, the DISTRICT shall pay the
excess to UMG fto the extent UMG has paid the same) in accordance
with Section 8.2. UMG will notify the DISTRICT when actual
Maintenance and Repair expenditures equal eighty percent (80%) of
the Maintenance and Repair Limit in each Agreement Year
throughout the term.

Any additional expenses, reasonably incurred by UMG, including
overtime wages as a result of severe weather, a natural disaster or
other unplanned events outside of the normal course of operations,
will be invoiced by UMG to the DISTRICT for reimbursement in
accordance with Section 8.2.
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7.6

Any additional expense, reasonably incurred by UMG as set forth in
the above paragraph, for which the DISTRICT is eligible for
reimbursement by a third party (i.e., FEMA), UMG agrees to defer
payment from the DISTRICT for such expenses until the DISTRICT
receives approval for reimbursement from the third party.

The DISTRICT agrees to pay UMG interest on any expenses paid by
UMG described in the above paragraph at the then prime rate of
interest charged by Community Trust Bank of Pikeville, Kentucky.
Interest would start to accrue six months after the third party has
approved the DISTRICT's application for reimbursement and run on
the outstanding balance until paid in full. Approval shall be defined
as that date when the third party accepts the DISTRICT's application
for reimbursement. If they DISTRICT's application does not receive
final approval, or final approval is delayed due to UMG's failure to
properly process the application or the information therein correctly,
then the time table for starting the accrual of interest will not start
until the necessary corrections are approved.

UMG agrees to forgive 8118,932 of the District's R 8s M overaee due
UMG upon execution of this agreement.
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PAYMENT OF COMPENSATION

8.1

8.3

One twenty-fourth (1/24) of the Annual Fee for each Agreement Year
shall be due and payable on the 1"and the 15ch of each month
during such Agreement Year for service provided in accordance to
Articles 7.1 ™-.",."of this Agreement.

All other compensation to UMG is due upon receipt of UMQs invoice
and payable within fifteen (15) days, except as provided in Article
7.6. Any and all request for additional compensation will be
supported by a detailed cost analysis evidenced by appropriate
invoices to be attached to the request.

DISTRICT shall pay interest at an annual rate equal to the
DISTRICTS designated financial institution's prime rate on
payments not paid and received by UMG within thirty (30) calendar
days of the due date, such interest being calculated from the due
date of the payment. In the event the charges hereunder might
exceed any limitation provided by law, such charges shall be
reduced to the highest rate or amount within such limitation.
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9. SCOPE CHANGES

9.1

9.2

A Change in Scope of services shall occur when and as UMGs Costs
of providing services under this Agreement significantly change as a
result of one of the following:

9,1.1 Any change in Project operations, personnel qualifications
or staffing or other cost which is mandated or otherwise
required, by a change in law, rule or regulation or an action
or forbearance of any governmental body having jurisdiction
to order, dictate or require such change.

9.1.2 The DISTRICT'S request of UMG and UMGs consent to
provide additional services beyond what is provided in this
agreement and routine growth of current services.

For Changes in Scope described in Sections 9.1.1and 9.1.2, the
Annual Fee shall be increased (or decreased) in an amount equal to
UMGs additional (or reduced) Cost associated with the Change in
Scope.
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10. INDEMNITY AND LIABILITY INSURANCE 0
0
O

10.1

10.2

10.3

UMG agrees to indemnify and hold DISTRICT harmless against any
and all claims, suits, actions, deeds, damages, cost, charge and
expenses, including court cost and reasonable attorney fees, and
against all liability, losses and damage of any nature whatever that
DISTRICT shall or may at any time sustain arising from the
operation of -th'is Agreement other than those arising from the
DISTRICTS negligence or willful misconduct.

DISTRICT agrees to indemnify and hold UMG harmless against any
and all claims, suits, actions, deeds, damages, cost, charge and
expenses, including court cost and reasonable attorney fees, and
against all liability, losses and damage of any nature whatever that
UMG shall or may at any time sustain as a result of DISTRICTS
negligence or willful misconduct.

UMG shall be liable for those fines or civil penalties imposed by a
regulatory or enforcement agency for violations occurring on or after
the Commencement Date, of the effluent quality requirements
provided for in Appendices C-1 and C-2 that are a result of UMGs
negligence. DISTRICT will assist UMG in contesting any such fines
in administrative proceedings and/or in court prior to any payment
by UMG. UMG shall pay the cost of any such contest.
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10.4

10.5 Indemnity agreements provided for in this Agreement shall survive
the termination of the Agreement.

10.6 Each party shall obtain and maintain insurance coverage of a type
and in the amounts described in Appendix E. Each party shall
provide the other party with satisfactory proof of insurance.

1 1. TERM, TERMINATION AND DEFAULT

The in!"U term of this Agreement shall be ."::='5'hree (3I years
commencing on January 1, 20" '. 2014, and ending on December
31, 2016. Each period during the term commencing January 1 and
ending the following December 31 shall be referred to as an
"Agreement Year. Either party shall have the right, without cause,
to terminate this Agreement at the end of the '".hard second
Agreement Year. Notice of termination shall be given in writing no
less than one hundred vc."..;eightv," "",'180l days in advance

of'he

effective date of termination, and notice cannot be given prior to
January 1, 2016.

UMG shall be liable for all fines or civil penalties imposed by any
regulatory or enforcement agencies on DISTRICT and/or UMG that
are not a result of DISTRICTS negligence or are othenvise directly
related to the operation of the Project and shall indemnify and hold
DISTRICT harmless from the payment of any such fines and/or
penalties.
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1 1.2 A party may terminate this Agreement only for a material breach of
the Agreement by the other party, except as provided in Section 11.1

. only. after giving written. notice..of breach; and, only after. allowing,
the other party thirty {30) days to cure or commence taking
reasonable steps to cure the breach.

11.3 In the event this agreement is terminated by the DISTRICT prior to
the DISTRICT's payoff'f UMG'S loan dated April 1, 2009, which is
being forgiven over time, the DISTRICT agrees to pay UMG the
unamortized balance of the note as of the date of termination as set
out in Appendix E.
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11.4 Upon notice of termination by DISTRICT, or the contract is not
renewed, UMG shall assist DISTRICT in assuming or transferring
operation of the Project, for a period up to six {6)months from the
date of notice of termination or non-renewal. UMG's compensation
for such services shall be its costs not otherwise uncured in
operation of the Project. If additional Cost is incurred by UMG at
request of DISTRICT, DISTRICT shall pay UMG such Cost within
thirty {30)days receipt of invoice.
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11.5 Upon termination of this Agreement and all renewals and extensions
of it, UMG will return the Project to DISTRICT in the same condition
as it was upon the effective date of this Agreement, ordinary wear
and tear excepted. Equipment and other personal property
purchased by UMG for use in the operation or maintenance of the
Project shall remain the property of UMG upon termination of this
Agreement unless the property was directly paid for by DISTRICT or
DISTRICT specifically reimbursed UMG for the cost incurred to
purchase the property or this Agreement provides to the contrary.
This provision is subordinated to the terms set out in Section 2.25.

12. DISPUTES AND FORCE MAJEURE

12.1 In the event activities by employee groups or unions unrelated to
UMG cause a disruption in UMGs ability to perform at the Project,
DISTRICT, with UMGs assistance or UMG at its own option, may
seek appropriate injunctive court orders, During any such
disruption, UMG shall operate the facilities on a best-efforts basis
until any such disruptions cease.

12.2 Neither party shall be liable for its failure to perform its obligations
under this Agreement if such failure is due to any Unforeseen
Circumstances.
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Both parties indicate their approval of this Agreement by their signatures below„
and each party warrants that all corporate or governmental action necessary to
bind the parties to the terms of this Agreement has been and will be taken.

MOUNTAIN WATER DISTRICT

Title:

Date:

UTILITY MANAGEMENT GROUP, LLC.

By:

Name:

Title:

Date:
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DAVID C. STRATTON
dcstrattonsetel,corn

DANIEL P. STRATTON
dpstrattonsetel.corn

BRANDT M. SPEARS
bmspearsQuse tel.corn

STRATTON LAN FIRM, P.S.C.
POST OFFICE BOX 1530

PIKEVILLE, KENTUCKY 41502
TELEPHONE: (606) 437-7800
FACSIMILE: (606) 437-7569

March 28, 2014

HENRY D. STRATTON
(1925-1989)

P. B. STRATTON
(1874-1953)
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Mr. Greg May
Utility Management Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501
via email: ereemaMaume11c.net
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Mr. Bob Meyer
c/o Utility Management Group
158 Town Mountain Road, Suite 101
Pikeville, Kentucky 41501
via email: brneverSumellc.net

RE: MWD/UMG Operating Agreement

Dear Greg 8 Bob:

Please find attached the final contract for your review and approval. This was
approved by the Board at its meeting on Wednesday, March 26, 2014.

Please note that I had previously confirmed with Bob that we would amend section
7.6 to include the balance of the date of the debt that was owed on RSM overruns,
but in my haste to get this out before 1 left town last week, I did not make that
correction. Accordingly, the draft that was sent to the Board for their review, did
not include that change. I would submit that there is no issue as to the debt that
is owed UMG on RSM expenses, and since we have placed forgiveness in the
contract, the balance owed doesn't need to be there. After talking to Rhonda, we
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March 28, 2Q14
Page 2

STRATTON LAW FIRM, P.S.C.
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believe that the correspondence that we have exchanged is sufficient to evidence
the debt. We would prefer, for obvious reasons, not to do a second vote to approve
an amendment to the contract to include just this language.

Otherwise, everything should be as we have agreed upon, If you have any
questions, please feel free to call. Otherwise, we would propose that you would
sign the same, and then we will bring it to Rhonda for her signature.
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Sincerely,
STRA ON LAW FIRM, PSC
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DPS/dsm
Attachment

cc: Rhonda James
Roy Sawyers
Mike Spears

Daniel P. Stratton
email: dpstratton&setel.corn
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Amcreement for Operations,
Maintenance and Management Services

THIS AGREEMENT is entered into this
1"day of January, 2014, by and between:

day of March, 2014, effective the

Mountain Water District, with its principal address at 6332 Highway, P.O. Box
3157, Pikeville, Kentucky 41502 fhereinafter "DISTRICT")
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AND

UTILITY MANAGEMENT GROUP LLC, with its principal address at 500 Summit
Drive, P.O. Box 663, Corbin, Kentucky 40702 (hereinafter "UMG").

WHEREAS, DISTRICT owns and provides for the operation of water, wastewater
and related treatment, collection and distribution facilities described on
Appendix B; and
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WHEREAS, DISTRICT desires to employ the services of UMG in the operation,
maintenance and management of these facilities and UMG desires to perform
such services for the compensation provided for herein.

NOW, THEREFORE, in consideration of the mutual covenants and agreements

1. GENERAL

1.1 Definitions of words and phrases used in this Agreement and the
attachments are contained in Appendix A.

1.2 All land, buildings, facilities, easements, licenses, rights-of-way,
equipment and vehicles presently or hereinafter acquired or owned
by DISTRICT shall remain the exclusive property of DISTRICT unless
specifically provided for otherwise in this Agreement.

1.3 This Agreement shall be governed by and interpreted in accordance
with the laws of the Commonwealth of Kentucky.

1.4 Neither this Agreement, nor any of the rights or obligations
hereunder, may be assigned by UMG without the prior written
consent of the DISTRICT.

1 .5 All notices shall be in writing and transmitted to the party's address
stated above. All notices shall be deemed effectively given when
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delivered, if delivered personally or by courier mail service, i.e.,
Federal Express or Airborne Express, delivered after such notice has
been deposited in the United States mail postage prepaid, if mailed
certified or registered U.S. mail, return receipt required; or received
by the party for which notice is intended if given in any other
manner.

This Agreement, including its Appendices, is the entire Agreement
between the parties. This Agreement may be modified only by written
agreement signed by both parties. Wherever used, the terms "UMG"
and 'DISTRICT" shall include the respective officers, agents,
directors, elected or appointed officials and employees and, where
appropriate, subcontractors or anyone acting on their behalf.

If any term, provision, covenant or condition of this Agreement is
held by a court of competent jurisdiction to be invalid, void or
unenforceable, the remainder of the provisions shall remain in full
force and effect and shall in no way be affected, impaired or
invalidated.
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It is understood that the relationship of UMG to DISTRICT is that of
independent contractor and nothing in this Agreement shall create
the relationship of partnership or joint venture. The services
provided under this Agreement are of a professional nature and shall
be performed in accordance with good and accepted industry
practices for contract operators similarly situated. However, such
services shall not be considered engineering services and nothing
herein is intended to imply that UMG is to supply professional
engineering services to DISTRICT unless specifically stated in this
Agreement to the contrary.

If any litigation is necessary to enforce the terms of this Agreement,
the prevailing party, the party determined not to be in default or in
breach of the Agreement shall be entitled to its cost and reasonable
attorney fees which are directly attributed to such litigation in
addition to other relief to which it may be entitled. If both sides are
found to have defaulted or be in breach each will pay their own cost,
and attorney fees.

Nothing in this Agreement shall be construed to create in any third
party or in favor of any third party any right(s), license(s), power(s)
or privilege(s).

This agreement sets forth the entire agreement between the parties
and fully supersedes all prior and/or verbal agreements or

Q

Cl
'D

1

CU

OJ

1
o
V3

0
t-
CO

0
C
O

CO
L

l6
I

Cl

I

CO
Ol
A
O
CO

CO

Q

C
al
O

lC0
alK



1.12 This agreement may be executed in two or more counterparts, each
of which shall be deemed an original, but all of which together shall
constitute one in the same documents.

2.1 UMG's SERVICES - GENERAL

understanding between the parties which pertain to the subject
matter hereof. However, the DISTRICT shall remain liable for any
outstanding debt and any other accrued liabilities due UMG, except
as otherwise provided in Section 7.6.

C4

0
E

Q.
C4

QI
E
E0
O

2.1 UMG will staff the Project with employees who have met appropriate
licensing and certification requirements of the Commonwealth of
Kentucky. UMG warrants that it will maintain the necessary
licensed and certified personnel as may be required by the
Commonwealth of Kentucky for operation of the Project.

UMG shall provide ongoing training and education for appropriate
personnel in all necessary areas of modem water and/or wastewater
process control, operations, maintenance, safety, and supervisory
skills.
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2.3

2.4

UMG shall develop and/or supply and utilize computerized
programs for maintenance, process monitoring and financial
control. In the event this agreement is terminated for any reason,
UMG shall provide the DISTRICT within thirty (30) days of notice all
computerized programs, codes, records, maps, instruction manuals,
and any other items necessary for DISTRICT to execute a complete
transfer of their records and the operating systems necessary to
access and maintain the same. The DISTRICT agrees to apply and
pay for any and all software licenses necessary to transfer the same
to the DISTRICT.

Within forty-five (45) days after the Commencement Date, UMG will
provide a physical inventory of DISTRICTs vehicles, equipment and
tools in use at the Project and a general statement as to the
condition of each vehicle or piece of equipment. In the event this
Agreement is terminated for any reason, UMG will provide to the
DISTRICT, a physical inventory of DISTRICT's vehicles and
equipment, and a general statement as to the condition of each
vehicle and piece of equipment within ninety (90) days of the end of
the contract. If UMG fails to do so, then the DISTRICT may take its
own inventory.
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2.6

2.7

Within forty five (45) days after the Commencement Date, UMG will
provide DISTRICT with a physical inventory of chemicals and other
consumables on hand when UMG begins services under this
Agreement. Such chemicals and consumables will be made available
to UMG in connection with its performance under this Agreement.
UMG will provide DISTRICT with the same quantity of chemicals or
equivalent upon termination of this Agreement. If UMG fails to do
so, then the DISTRICT may take its own inventory.

UMG shall be responsible for maintaining all
manufacturers'arranties

on new equipment purchased by DISTRICT and shall
assist DISTRICT in enforcing existing equipment warranties and
guarantees. UMG shall keep a record of all such warranties for the
DISTRICT.

On or before October 1" of each year UMG shall provide the
DISTRICT an annual schedule for preventive maintenance, along
with an estimated budget for the DISTRICT owned equipment. They
shall report to the DISTRICT on a znonthly basis what preventive
maintenance is being performed on DISTRICT owned equipment in
accordance with manufacturer's recommendations at intervals

and'n

sufficient detail as may be determined by the DISTRICT. Such a
maintenance program shall include documentation of corrective and
preventive maintenance.
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UMG shall operate, maintain and/or monitor the Project on a 24
hour per day, seven-day per week schedule.

2.9 Visits may be made at a reasonable time by DISTRICT's employees,
board members or designated DISTRICT's representative. UMG
shall provide keys for the Project to the DISTRICT's Administrator.
The Administrator shall sign a receipt for any keys received. All
visitors to the Project shall comply with UMGs operating and safety
procedures.

2.10 UMG shall provide a 24 hour/day 7 days per week customer service
phone number.

2.11 UMG will implement and maintain an employee safety program in
compliance with applicable laws, rules and regulations and make
recommendations to DISTRICT regarding the need, if any, for
DISTRICT to rehabilitate, expand or modify the Project to comply
with governmental safety regulations applicable to UMGs operations
hereunder and with federal regulations promulgated pursuant to the
Americans With Disability Act ("ADA").
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2.12

2.13

2.14

2.15

2.16

2.17

UMG may modify the process and/or facilities to achieve the
objectives of this Agreement; provided, however, no modification
shall be made without DISTRICT's prior written approval.

In any emergency affecting the safety of persons or property, UMG
may act without written amendment or change order, at UMGs
discretion, to prevent threatened damage, injury or loss. UMG shall
be compensated by DISTRICT for any such emergency work
notwithstanding the lack of a written amendment. Such
compensation shall include UMGs reasonable costs for the
emergency. Such cost and the basis for which they were incurred
shall be detailed to the Board in any request for additional
compensation.

As required by law, permit or court order, UMG will prepare plant
performance reports and submit them to DISTRICT for signature
and transmittal to appropriate authorities on a timely basis.

UMG will provide laboratory testing and sampling presently required
by plant performance portions of the NPDES permit, the Clean Water
Act, the Safe Drinking Water Act, and/or any federal, state or local
rules and regulations, statutes or ordinances, permit or license
requirements or judicial and regulatory orders and decrees.

UMG will provide for the collection, hauling and disposal of solid
waste, screening, grit, sludge and scum ("Waste" ) to DISTRICT's
existing or approved disposal sites. It shall be the sole right and
responsibility of DISTRICT to designate, approve or select disposal
sites to be used by UMG for DISTRICTs Waste. All Waste and/or
byproduct treated and/or generated during UMGs performance of
services is not and will not be considered property of UMG.

UMG shall provide all the administrative and financial functions
necessary to effectively operate the business affairs of the DISTRICT,
except as designated by the DISTRICT. Those exceptions are those
duties assigned to the DISTRICT's Administrator, financial officer
and CPA. UMG shall submit a monthly report to the DISTRICT that
illustrates in summary, how much of the current month and year to
date invoices submitted by UMG to the DISTRICT, are related to
water services and how much are related to waste water services.
The summary shall also report the direct operating costs for water
services and waste water services on a monthly and year to date
basis.
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2.18 UMG shall consult with the DISTRICT's Commissioners prior to
replacement of the Project Manager.

2.19 UMG shall comply with all of the DISTRICT's policies and procedures
in operating the DISTRICT, and UMG's Project Manager shall certify
monthly to the DISTRICT's Board that all operations and activities
under their control have been in compliance with the Board's
policies and procedures.

UMG shall submit to the DISTRICT monthly, all reports of project
activities in accordance with the DISTRICTs policies and formats.

2.20 UMG shall provide for monthly meter reading and billing. All
amounts billed and received on behalf of DISTRICT are the property
of DISTRICT and shall be promptly deposited into a bank account
designated by the DISTRICT. Customer Service offices shall be
maintained at locations approved by the DISTRICT.

2.21 UMG shall provide its reasonable business efforts in controlling
unaccounted for water loss. A monthly report of system accounted
for/unaccounted for water loss shall be submitted to the DISTRICT.

2.22 UMG shall comply with all applicable federal, state and local laws,
regulations and rules as they may be applicable to the operation of
the DISTRICT's water and waste water systems and the DISTRICT's
operations.

2.23 UMG will seek sources of government grants and loans for
consideration by the DISTRICT. The DISTRICT must approve in
advance all application for such funding.

2.24 To protect the DISTRICT and allow for continuity of service UMG will
post a surety bond or other surety in the amount of 51,000,000 to
ensure faithful performance of its contract obligations. Such surety
shall be released upon termination of this Agreement and
compliance by UMG with its obligations hereunder.

2.25 Notwithstanding anything herein to the contrary, UMG agrees to
replace the DISTRICT's capital assets (excluding real property and
improvements thereon) that are not an integral part of the
DISTRICT's water/sewer production, treatment, and distribution
and/or collection systems. If UMG determines that replacement of
capital assets is not essential for their continuing performance
under this agreement, they shall notify the DISTRICT that they do
not wish to replace an asset, with an explanation as to why. If the
DISTRICT agrees, the asset will be removed from the DISTRICT's



asset list. If the DISTRICT does not agree, UMG will be required to
replace the asset. UMG shall submit to the DISTRICT at the
November DISTRICT meeting a capital budget request for the next
calendar year for approval by the DISTRICT. UMG may make
subsequent request for a capital asset by petitioning the DISTRICT.

For those capital assets that cost less than 51,500, UMG will
purchase and pay for the same. For those that cost more than
$ 1,500, they may also be purchased and paid for by UMG or at
UMG's option may be financed in the DISTRICT's name, subject to
prior approval by the DISTRICT, and all such loan payments shall
be made by UMG as long as this contract remains in effect. At the
end of the contract term, or upon early termination, if there are any
outstanding loans that have been approved by the DISTRICT, which
are due and owing, the DISTRICT agrees to pay the balance of the
same.

All assets acquired under this paragraph, except as hereinafter
provided, will be titled in the DISTRICT's name. Any capital assets
that UMG acquires, at its discretion, that is not replacements of the
DISTRICT's assets, and/or which are not solely dedicated for use at
the DISTRICT's project, shall be titled in the name of UMG and paid
for by UMG.

OI
OI
IIIl

CL

t0
YL

CO

CI
CQ

(9
K
N

Notwithstanding the above, any individual tool purchased for UMG's
use in the operation of the DISTRICT that cost more than $250 shall
be paid for by the DISTRICT, and charged to'ts repair and
maintenance budget. Any tool purchased for UMG's use in the
operation of the DISTRICT that cost less than $250 shall be paid for
by UMG. All such tools shall be the property of the DISTRICT.

2.26 Routine repair and maintenance of any real property utilized by
UMG in the performance of its duties under this contract will be
done and paid for by UMG. If such improvements require financing,
it will be done pursuant to the capital acquisition procedure outline
above. This excludes any major renovation or expansion directed by
the DISTRICT, which will be paid by the DISTRICT,

2.27 UMG will submit to the DISTRICT by no later than October I'i of
each year, a repair and maintenance budget and capital budget for
the next fiscal year. It shall include any item already under
contract, but not yet paid. The RSM Budget shall include an
a11owance for any unforeseen repairs based on the DISTRICT's
actual experience for such items over the last three (3) years.
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2.28 UMG shall submit a monthly accounting to the DISTRICT detailing
all repair and maintenance expenditures, including a brief
explanation of the work done and why it was necessary.

2,29 All purchases made by UMG using the DISTRICT's Tax Identification
Number shall only be for those items utilized in the operation of the
DISTRICT. UMG shall not co-mingle, store or have delivered, parts,
materials, chemicals or supplies used for any other customer on the
DISTRICT's property, nor will the DISTRICT's parts, materials,
chemicals and supplies be stored on any other customer's property
without the express prior written consent of the DISTRICT.
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UMG'S SCOPE OF SERVICES - WASTEWATER

3.1 This Article shall apply to UMG's operations, maintenance and
management services for the DISTRICT's wastewater systems.
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3.2

3.3

Within the design capacity and capabilities of the Waste Treatment
Plant(s) described in Appendix B, UMG will manage, operate and
maintain the Plant(s) so that effluent discharged from the Plant(s)
outfalls meets the requirements specified in Appendix C-1.
UMG will perform all Maintenance and Repairs for the Project, and
submit a monthly accounting to DISTRICT detailing all expenditures
incurred, along with a brief explanation of the work done and why it
was necessary

3.4

4. UMG'S SCOPE OF SERVICES - WATER

4.1 This Article shall apply to UMG's operations, maintenance and
management services for the DISTRICT's drinking water treatment
system.

Within the design capacity and capabilities of the Water Treatment
Plant(s) described in Appendix 8, UMG will manage, operate and
maintain the Plant(s) so that water produced from the Plant(s) meets
the requirements specified in Appendix C-2.

4.3 UMG shall operate the water treatment plant(s), pump station(s),
and provide for all laboratory testing requirements.
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UMG will pay all Costs incurred in normal wastewater utility
operations. Any cost determined to be abnormal, for which
additional compensation is sought, shall be submitted to the
DISTRICT for approval along with an explanation of why it was
determined to be abnormal.
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4 4 UMG will perform all Maintenance and Repairs for the Project, and
submit a monthly accounting to DISTRICT.

UMG will pay all Costs incurred in normal Water operations. Any
cost determined to be abnormal, for which additional compensation
is sought, will be submitted to the DISTRICT for approval along with
an explanation of why it was determined to be abnormal.

UMG will perform all maintenance and repairs for the project, and
submit a monthly accounting to the DISTRICT detailing all
expenditures incurred, along with a brief explanation- of the work
done and why it was necessary.

UMG's SCOPE OF SERVICES - WASTEWATER COLLECTION SYSTEM
AND WATER DISTRIBUTION SYSTEM
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5.1 This Article shall apply to UMG's services for the DISTRICT's
wastewater collection system and potable water distribution system.

5.2 The scope of UMGs services for the Maintenance and Repair of the
collection system and the distribution system are set forth in
Appendices C-3 and C-4, respectively.

UMG shall provide for all daily operation and maintenance functions
such as line Repairs, customer connections, line and tank
maintenance, meter replacement, leak detection, line flushing, valve
exercise, system inspection, line locations, and emergency call-outs,
etc.

6. DISTRICTS DUTIES

6.1 The DISTRICT shall fund all necessary Capital Expenditures, except
as otherwise provided herein. Such funding shall be provided either
(ij in advance from the DISTRICT to UMG if the DISTRICT requests
that UMG contract for such Capital Expenditure or [ii) the DISTRICT
shall contract for such Capital Expenditure directly. Priorities shall
be given to safety and the ADA related expenses described in Section
2.12. Any loss, damage, or injury resulting from the DISTRICT's
failure to provide capital as reasonably required by UMG shall be
the sole responsibility of the DISTRICT provided that UMG has
timely notified the DISTRICT of the need for the capital expenditure
and has provided sufficient lead time for acquisition and utilization
of the same. Otherwise any such loss damage or injury shall be the
sole responsibility of UMG.
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6.2

6.3

The DISTRICT shall keep in force all Project warranties, guarantees,
easements and licenses that have been granted to DISTRICT and are
not transferred to UMG under this Agreement. UMG shall keep in
force all Project warranties, guarantees, easements and license
transferred to them under this Agreement.

The DISTRICT shall pay all ad valorem, property, franchise,
occupational and disposal taxes, or other taxes associated with the
Project other than taxes imposed upon UMGs net income and/or
payroll taxes for UMG employees.

In the event UMG is required to pay any sales tax or use taxes on
the value of the services provided by UMG hereunder such payments
shall be reimbursed by the DISTRICT unless the DISTRICT
furnishes a valid and properly executed exemption certificate
relieving the DISTRICT and UMG of the obligation for such taxes.
Any items purchased by the DISTRICT to save sales tax for a
purchase UMG is required to make on behalf of the DISTRICT, shall
be reimbursed by UMG within fifteen (15) days from the date of
invoice to UMG. UMG shall make all such invoices on behalf of the
DISTRICT to UMG on the next business date after the DISTRICT has
made any purchase referenced above.
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6.5

6.6

6.7

6.8

The DISTRICT shall provide UMG with full use of any and all pieces
of DISTRICT's heavy equipment that are available so that UMG may
discharge its obligations under this Agreement in the most cost-
effective manner,

DISTRICT shall provide all registration and licenses for DISTRICT's
vehicles used in connection with the Project.

DISTRICT shall provide for UMGs exclusive use of all vehicles and
equipment presently in full time use at the Project except as may be
otherwise designated from time to time by Agreement.

DISTRICT shall provide for UMG access to all easements, right-of-
ways, and access to discharge UMGs obligation under this
Agreement.

The DISTRICT may hire an Administrator to assist the DISTRICT in
the oversight of its operations and business affairs. The
Administrator's office shall be located in the DISTRICT headquarters
and the Administrator shall have full access to all of the DISTRICT's
operating and financial records.
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UMG agrees to provide administrative assistance to the
Administrator, which shall not exceed fifteen (15) hours per week.

6.10

DISTRICT shall promptly review and consider any request by UMG
for any additional Capital Expenditures or Costs incurred by UMG.

The DISTRICT will be responsible for the purchase of all capital
assets (additions and replacements) that are an integral part of the
DISTRICT's Water/Sewer production, treatment, distribution
and/or collection systems.
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COMPENSATION

7.1 UMGs compensation under this Agreement shall consist of an
Annual Fee as set forth herein. The Annual Fee for 2014 shall be
$7,680,850 ($640,070.83 per month), to be effective January 1,
2014. That portion of the increased fee for 2014, due from January
1, 2014, until the first full bi-monthly payment made under this
agreement shall be spread over the balance of payments for the 2014
term. The annual fee for 2015 and 2016, shall be $7,757,660
($646,471.66 per month),
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7.2

7.3

UMG shall provide the DISTRICT a summarized expenditure report
monthly, and an annual detailed report on or before April 1'C of each
year. Such reports shall allocate expenses between water and sewer
operations.

In the event the DISTRICT should make application to PSC for a rate
increase in any of its services, UMG agrees to provide the DISTRICT
a copy of any and all necessary information required by the PSC for
such application.

If the DISTRICT elects to verify any information which is required by
the PSC, or to conduct rate study, UMG agrees to allow the
DISTRICT's duly authorized agents'ccess to its records to verify the
information provided by UMG.

If actual Maintenance and Repair expenditures are less than the
Maintenance and Repair Limit for any Agreement Year, UMG will
rebate the entire difference to the DISTRICT in accordance with
Section 8.3. If actual Maintenance and Repair expenditures exceed
the Maintenance and Repair Limit, the DISTRICT shall pay the
excess to UMG (to the extent UMG has paid the same) in accordance
with Section 8.2. UMG will notify the DISTRICT when actual
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Maintenance and Repair expenditures equal eighty percent (80%) of
the Maintenance and Repair Limit in each Agreement Year
throughout the term.

Any additional expenses, reasonably incurred by UMG, including
overtime wages as a result of severe weather, a natural disaster or
other unplanned events outside of the normal course of operations,
will be invoiced by UMG to the DISTRICT for reimbursement in
accordance with Section 8.2.

Any additional expense, reasonably incurred by UMG as set forth in
the above paragraph, for which the DISTRICT is eligible for
reimbursement by a third party (i.e., FEMA), UMG agrees to defer
payment from the DISTRICT for such expenses until the DISTRICT
receives approval for reimbursement from the third party.

7.6 UMG agrees to forgive 5118,932 of the District's R ar, M overage due
UMG upon execution of this agreement.

PAYMENT OF COMPENSATION

8.1 One twenty-fourth (1/24) of the Annual Fee for each Agreement Year
shall be due and payable on the I>'nd the 15< of each month
during such Agreement Year for service provided in accordance to
Articles 7.1 of this Agreement.

8.2 All other compensation to UMG is due upon receipt of UMG's invoice
and payable within fifteen (15) days, except as provided in Article
7.6. Any and all request for additional compensation will be
supported by a detailed cost analysis evidenced by appropriate
invoices to be attached to the request.

The DISTRICT agrees to pay UMG interest on any expenses paid by
UMG described in the above paragraph at the then prime rate of
interest charged by Community Trust Bank of Pikeville, Kentucky.
Interest would start to accrue six months after the third party has
approved the DISTRICT's application for reimbursement and run on
the outstanding balance until paid in full. Approval shall be defined
as that date when the third party accepts the DISTRICT's application
for reimbursement. If they DISTRICT's application does not receive
final approval, or final approval is delayed due to UMG's failure to
properly process the application or the information therein correctly,
then the time table for starting the accrual of interest will not start
until the necessary corrections are approved.
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8.3 DISTRICT shall pay interest at an annual rate equal to the
DISTRICT's designated financial institution's prime rate on
payments not paid and received by UMG within thirty (30) calendar
days of the due date, such interest being calculated from the due
date of the payment. In the event the charges hereunder might
exceed any limitation provided by law, such charges shall be
reduced to the highest rate or amount within such limitation.

9. SCOPE CHANGES

9.1 A Change in Scope of services shall occur when and as UMG's Costs
of providing services under this Agreement significantly change as a
result of one of the following:

9.1.1 Any change in Project operations, personnel qualifications
or staffing or other cost which is mandated or otherwise
required, by a change in law, rule or regulation or an action
or forbearance of any governmental body having jurisdiction
to order, dictate or require such change.

(I

Q
0
0.
(((
(l
((I
E
E0
O
(II
OlI
0.
(((
0.
(Il

CI
IQ
(9
IL
N

9.1.2 The DISTRICT's request of UMG and UMGs consent to
provide additional services beyond what is provided in this
agreement and routine growth of current services.

9.2 For Changes in Scope described in Sections 9.1.1and 9.1.2, the
Annual Fee shall be increased (or decreased) in an amount equal to
UMGs additional (or reduced) Cost associated with the Change in
Scope.

10. INDEMNITY AND LIABILITY INSUEVLNCE

10.1 UMG agrees to indemnify and hold DISTRICT harmless against any
and all claims, suits, actions, deeds, damages, cost, charge and
expenses, including court cost and reasonable attorney fees, and
against all liability, losses and damage of any nature whatever that
DISTRICT shall or may at any time sustain arising from the
operation of this Agreement other than those arising from the
DISTRICT's negligence or willful misconduct.

10.2 DISTRICT agrees to indemnify and hold UMG harmless against any
and all claims, suits, actions, deeds, damages, cost, charge and
expenses, including court cost and reasonable attorney fees, and
against all liability, losses and damage of any nature whatever that
UMG shall or may at any time sustain as a result of DISTRICT's
negligence or willful misconduct.
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10.3

10.4

10.5

UMG shall be liable for those fines or civil penalties imposed by a
regulatory or enforcement agency for violations occurring on or after
the Commencement Date, of the effluent quality requirements
provided for in Appendices C-1 and C-2 that are a result of UMGs
negligence. DISTRICT mll assist UMG in contesting any such fines
in administrative proceedings and/or in court prior to any payment
by UMG. UMG shall pay the cost of any such contest.

UMG shall be liable for all fines or civil penalties imposed by any
regulatory or enforcement agencies on DISTRICT and/or UMG that
are not a result of DISTRICTs negligence or are otherwise directly
related to the operation of the Project and shall indemnify and hold
DISTRICT harmless from the payment of any such fines and/or
penalties.

Indemnity agreements provided for in this Agreement shall survive
the termination of the Agreement.
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10.6 Each party shall obtain and maintain insurance coverage of a type
and in the amounts described in Appendix E. Each party shall
provide the other party with satisfactory proof of insurance.

I 1. TERM, TERMINATION AND DEFAULT

11.2

11.3

The term of this Agreement shall be three (3) years-commencing on
January'1, 2014, and ending on December 31, 2016. Each period
during the term commencing January 1 and ending the following
December 31 shall be referred to as an "Agreement Year." Either
party - shall have the right, without cause, to terminate this
Agreement at the end of the second Agreement Year. Notice of
termination shall be given in writing no less than one hundred eighty
(180) days in advance of the effective date of termination, and notice
cannot be given prior to January 1, 2016.

A party may terminate this Agreement only for a material breach of
the Agreement by the other party, except as provided in Section 11.1
only after giving written notice of breach; and, only after allowing
the other party thirty (30) days to cure or commence taking
reasonable steps to cure the breach.

In the event this agreement is terminated by the DISTRICT prior to
the DISTRICT's payoff of UMG'S loan dated April 1, 2009, which is
being forgiven over time, the DISTRICT agrees to pay UMG the
unamortized balance of the note as of the date of termination as set
out in Appendix E.
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11.4 Upon notice of termination by DISTRICT, or the contract is not
renewed, UMG shall assist DISTRICT in assuming or transferring
operation of the Project, for a period up to six (6) months from the
date of notice of termination or non-renewal. UMG's compensation
for such services shall be its costs not otherwise uncured in
operation of the Project. If additional Cost is incurred by UMG at
request of DISTRICT, DISTRICT shall pay UMG such Cost within
thirty (30) days receipt of invoice.

11.5 Upon termination of this Agreement and all renewals and extensions
of it, UMG will return the Project to DISTRICT in the same condition
as it was upon the effective date of this Agreement, ordinary wear
and tear excepted. Equipment and other personal property
purchased by UMG for use in the operation or maintenance of the
Project shall remain the property of UMG upon termination of this
Agreement unless the property was directly paid for by DISTRICT or
DISTRICT specifically reimbursed UMG for the cost incurred to
purchase the property or this Agreement provides to the contrary.
This provision is subordinated to the terms set out in Section 2.25.
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12. DISPUTES AND FORCE MA JEURE

12.1 In the event activities by employee groups or unions unrelated to
UMG cause a disruption in UMGs ability to perform at the Project,
DISTRICT, with UMG's assistance or UMG at its own option, may
seek appropriate injunctive court . orders. During any such
disruption, UMG shall operate the facilities on a best-efforts basis
until any such disruptions cease.

12.2 Neither party shall be liable for its failure to perform its obligations
under this Agreement if such failure is due to any Unforeseen
Circumstances.

Both parties indicate their approval of this Agreement by their signatures below,
and each party warrants that all corporate or governmental action necessary to
bind the parties to the terms of this Agreement has been and will be taken.
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MOUNTAIN WATER DISTRICT

By:

Name:

Title:

Date;

UTILITY MANAGEMENT GROUP, LLC.

By:

Name:

Title:

Date:
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